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FOREWORD
Th is  volume is presented as an enduring record of the meet­ing of the American Institute of Accountants which 
marked the fiftieth anniversary of organized accountancy in 
the United States and so clearly reflected the rise of the pro­
fession from its early beginnings to its present position. I t  is 
intended to be more than a mere statem ent of proceedings; 
in keeping with the spirit of the occasion, there has been in­
cluded much material not presented a t the meeting, but 
necessary for the unfamiliar reader or the reader of some 
future time to understand and appreciate fully the signifi­
cance of what did occur.
The material has been grouped logically, rather than in 
strict chronological order, and has been arranged for con­
venient reference. Limitations of space have made it neces­
sary to omit some of the more casual utterances of speakers, 
especially in the round-table discussions, which occupy so 
large a portion of the book. Meetings of related bodies not 
forming a part of the celebration proper are described in the 
narrative account, but their proceedings are not presented 
in detail. I t  is believed tha t everything pertaining directly to 
the celebration is contained in this volume.
The executive committee is indebted to many persons for 
assistance. Those who served on committees are named 
herein; the list, however, does not include the scores of others 
who contributed to the success of the meeting. Especially do 
we wish to express our appreciation to our guest speakers and 
to our fellow accountants from other lands who made the 
meeting truly interprofessional and international.
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A H IST O R Y
of  the
A M E R I C A N  I N S T I T U T E  
OF
A C C O U N T A N T S
A History o f the 
American Institute of Accountants
F i f t y  y e a r s  ago it was evident to a few men of vision that the calling then known as “ expert accounting” was in its nature 
a profession essential to the proper conduct of business. Only 
recently had there emerged from other related fields a body of 
men devoted exclusively to the art of accounting, but, as one 
contemporary observer said, “ On all sides and in all directions 
we hear of the advantages of accountancy, and it is universally 
admitted that our services are necessary and requisite.” Men who 
were prepared to render these services, however, were few, and 
there was then in existence no means of promoting the increase of 
their number or of maintaining high standards of practice for 
their own benefit and that of the public. It was to fill this need 
that the American Association of Public Accountants was formed 
and incorporated on August 13, 1887.
F o u n d in g  o f  t h e  A s s o c ia t io n
On December 22, 1886, six or seven men met at 45 William 
street, New York, the offices of Messrs. Barrow, Wade, Guthrie 
& Co., to discuss the feasibility of forming in this country an 
organization similar to the Institute of Chartered Accountants 
in England and Wales. They had been called together by Edwin 
Guthrie, English partner of that firm, and his assistant, James T. 
Anyon, an English accountant who had arrived in this country 
some six weeks earlier. Mr. Guthrie explained how, when he had 
first visited the United States three years before, he had been 
surprised and sorry to learn that there were so few accounting 
practitioners and that the profession had not materially pro­
gressed in public recognition. He told how the profession had 
developed in England and, through organization, had won public 
esteem. After some discussion, it was proposed by John Heins, of 
Philadelphia, that those present form an association for the ad­
vancement and protection of the interests of public accountants, 
and Mr. Anyon proposed that the name of the association be the 
American Association of Public Accountants. Upon adoption of 
these resolutions, there came into existence the first organized 
body of public accountants in the United States.
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The founders of the American Association of Public Account­
ants met on Friday, December 2, 1887, at the offices of Messrs. 
Barrow, Wade, Guthrie & Co., which had been moved to 120 
Broadway, New York. There the certificate of incorporation, 
duly approved by the proper authorities, was read and entered 
on the minutes. On February 16, 1888, by-laws were adopted at 
a general meeting of the members of the Association, followed 
immediately by a meeting of the council, a t which the first 
officers were elected, as follows:
President Jam es Y a ld e n , of New York 
Vice-president J o h n  H e in s , of Philadelphia 
Treasurer W illia m  H . V e y se y , of New York
At the next meeting of the council, James T. Anyon, of New 
York, was elected secretary of the Association.
The objectives of the new organization were set forth in the 
certificate of incorporation in these words:
“ The particular business and object of such society is to asso­
ciate into a society or guild for their mutual benefit and advan­
tage the best and most capable public accountants practising in 
the United States; and through such association to elevate the 
profession of public accountants as a whole, and to promote 
the efficiency and usefulness of members of such society, by 
compelling the observance of strict rules of conduct as a con­
dition of membership, and by establishing a high standard of 
professional attainments through general education and knowl­
edge and otherwise; and to transact such business as may be 
necessary and incident to the establishment and conduct of an 
association for the foregoing purposes.”
At the end of the first year, the Association numbered 25 fel­
lows and 7 associates. Mr. Yalden, in his report as president, 
expressed disappointment that the membership had remained 
so small. In an effort to encourage applications, especially from 
accountants practising in other cities, a committee was appointed 
to “ consider the best means to enlarge the scope and object of 
the Association and increase the membership.” Acting upon the 
recommendation of this committee, the Association at its first 
annual meeting authorized the formation of district boards in 
the principal cities of the United States which would have the 
power to act upon applications for membership. The member­
ship continued to grow slowly, and the problem of increasing the 
usefulness of the Association was the subject of frequent dis­
cussion.
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J a m e s  Y a l d e n
First President 
A m e r i c a n  A s s o c i a t i o n  o f  P u b l i c  A c c o u n t a n t s
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N ew  Y ork S chool of A ccounts
In 1892 consideration was given to a proposal that the Asso­
ciation apply for a charter under the New York state law pro­
viding for educational corporations. Later this proposal was 
amplified to include the founding of a school of accounts with 
power to confer degrees, under the jurisdiction of the Regents 
of the University of the State of New York. Henry R. M. Cook, 
vice-president, acting as a committee of one to carry the plan to 
completion, obtained letters endorsing the proposal from hun­
dreds of “ desirable and influential personages.” After several 
disappointments, it was reported by President Yalden at a 
meeting on January 17, 1893, that “ the Board of Regents have 
forwarded to us a charter for the incorporation of the New York 
School of Accounts.” The objects of the school were to educate 
young men for the profession of accountancy, and also in the 
principles of commercial life. A circular letter to the public 
accountants of the state described the project as an effort “ to­
ward establishing the legal status of public accountant to the 
position now held by the professions of law and medicine,” and 
referred to “ a faculty comprising some of the best known ac­
countants in New York city, under the guidance of Dr. John 
N. L. Hunt, as dean and professor of law and business practice.” 
The Association had taken quarters at 122 West 23rd Street and 
rooms there were leased as premises for the school of accounts. 
A comprehensive curriculum was established and the school 
opened with great hope of success.
Yet in September, 1894, Richard Stevens, president of the 
Association, described the outcome in these words: “ A year has 
passed since the inception of the School of Accounts, and what 
has been accomplished? A class of seven pupils have gone through 
the year’s course—that is all. Not a business man has come for­
ward to aid us in any way, the whole burden has fallen on the 
shoulders of a few of our members, now disheartened and dis­
illusioned. The Board of Regents of the University have stood 
silent and aloof, not a word has been said about commissioning 
or licensing our members, and communications addressed to 
them on the subject of legalizing the profession by legislative 
enactment have remained unanswered. The members, under this 
state of affairs, naturally have ceased to take interest in the 
school, the professors have resigned or been slack in their at­
tendance, the scholars supine and the further continuance of
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the school in its present state seems idle." Mr. Stevens suggested 
that “ either of our great universities, Columbia or the College of 
New York, might receive our little school under its fostering 
wing.”
Meanwhile the Association was giving attention to the devel­
opment of standards in accounting practice, and at the annual 
meeting of 1894 there was adopted a resolution governing bal­
ance-sheet presentation, as follows:
“ R e s o l v e d , that the method of stating should be in the order 
of quickest realization, viz.:
Assets:
Cash,
Bills Receivable,
Book Accounts,
Stock in Trade,
Fixtures and Fittings,
Machinery and Plant,
Rolling Stock,
Real Estate and Buildings,
Leases, etc., etc.
Liabilities:
Direct liabilities, viz.:
Bills Payable,
Open Accounts, Loans, etc., etc. 
making total of same, and balance with the Surplus or Capital 
properly apportioned to the partners or stockholders as may be.”
Ethical questions also received the attention of the members. 
The following resolution was adopted at the 1894 meeting:
“ R e s o l v e d , that all members of the Association be prohibited 
from advertising in any shape or manner their vocation and 
calling and setting forth the nature or special features of their 
business, but that the insertion of a card in any regular author­
ized journals or papers indicating their profession and giving 
address, etc., is permissible.”
L e g a l  R e c o g n it io n
The profession in at least two states was at this time seeking to 
obtain legal recognition in the form of legislation licensing 
practitioners. James L. Fields, of San Francisco, wrote the 
Association seeking information as to any efforts which had been 
made to have an accountancy bill enacted, with the thought that
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a similar procedure might be followed in California. Mr. Fields’ 
letter and a bill proposed by Francis Gottsberger, of New York, 
were discussed at a meeting in Feburary, 1895.
Mr. Gottsberger, as chairman, Richard N. Chapman, and 
W. Sanders Davies, were appointed to a legislative committee to 
promote the passage of suitable legislation. The committee soon 
called a general meeting of New York practitioners for discussion 
of proposed legislation, and as a result the Association at a subse­
quent meeting gave endorsement to another bill, known as 
Assembly Bill 1290, which was introduced in the legislature in 
March. This was of the type later to become familiar, providing 
for the examination of candidates for certificates as certified 
public accountants. Section I stated:
“ Any citizen of the United States and a resident or doing 
business in the state of New York, over the age of twenty-one 
years, and of good moral character who shall have received from 
the University a certificate of his qualifications to practise as a 
public expert accountant, shall be styled and known as a certified 
public accountant, and it shall be a misdemeanor for any person 
not holding such certificate to assume the title of certified public 
accountant, or to use in connection with his name the letters 
C.P.A.”
This bill failed to pass, but in January, 1896, a bill to the 
same effect, Senate Bill 96, was introduced by Senator Albert A. 
Wray, at the request of Frank Broaker, vice-president of the 
association. Two weeks later a committee consisting of Vice- 
president Broaker and W. Sanders Davies appeared before the 
Senate judiciary committee and argued for its passage. This bill 
was passed in the Assembly on April 3rd and in the Senate on 
April 6th, and on April 18th was approved by Governor Levi P. 
Morton. Thus the title “ Certified Public Accountant” came 
into existence and the accountancy profession first received legal 
recognition in this country.
The Association then had 45 active members, distributed
geographically, as follows:
New York..................................  37
Massachusetts...........................  3
California...................................  2
Georgia.......................................  1
Illinois......................................... 1
New Jersey................................  1
45
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F o unding  of th e  F ederation
Under the stimulus of official recognition, the profession 
developed rapidly, and in other states public accountants sought 
state laws similar to that of New York. The Pennsylvania law 
was enacted in 1899, the Maryland law in 1900, California in 
1901, Illinois and Washington in 1903, New Jersey in 1904, 
Michigan in 1905. As a means of promoting this legislation and of 
maintaining the standards established by the new laws, the prac­
titioners in the several states formed societies and these societies 
were, in 1902, united in the Federation of Societies of Public 
Accountants in the United States of America.
Charles Waldo Haskins, of New York, was the first president 
of the Federation, and George Wilkinson, of Illinois, the first 
secretary. Robert H. Montgomery, of Philadelphia, was the 
first treasurer. Mr. Haskins died only a short while after assum­
ing office, and Farquhar J. MacRae, president of the New York 
State Society of Certified Public Accountants, was elected to fill 
the unexpired term.
F irst  Internatio nal  Congress
In September of 1904 there was held at St. Louis, during the 
Louisiana Purchase Exposition, the first international Congress 
of Accountants, under the auspices of the Federation. Arthur 
Lowes Dickinson, of New York, was chairman of the committee 
on arrangements, and Joseph E. Sterrett, of Philadelphia, was 
chairman of the Congress. George Wilkinson, of Chicago, was 
secretary. Among the honored guests were Francis W\ Pixley, 
immediate past president of the Institute of Chartered Account­
ants in England and Wales; James Martin, secretary of the 
Society of Incorporated Accountants and Auditors, England; 
John B. Niven, of New York, representing the Society of Ac­
countants in Edinburgh; John Hyde, president of the Dominion 
Association of Chartered Accountants; John W. Ross, president 
of the Association of Accountants of Montreal; W. T. Kernahan 
and F. H. Macpherson, president and vice-president, respective­
ly, of the Institute of Chartered Accountants of the Province of 
Ontario; E. van Dien, representing the profession in Holland; 
and Captain Percy Atkin, British Commissioner of Education 
and Social Economy.
In his introductory address, Chairman Sterrett recalled the 
circumstances of the founding of both the American Association
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and the Federation and referred to negotiations under way to 
effect the union of the two organizations, including the state 
societies as well. The movement was discussed by other speak­
ers, and the plan was given great impetus by informal conversa­
tions of those concerned.
M erger  of A ssociation  a nd  F ederation
At a meeting of the executive board of the Federation held 
during the Congress, the secretary presented a communication 
from the secretary of the American Association of Public Ac­
countants and a like communication from the secretary of the 
New York State Society expressing the opinion of those bodies 
that there should be one national organization, in which all 
public accountants should be represented by delegates, and rec­
ommending that a joint committee be formed to consider ways 
and means of bringing this about.
This led to the formation of a joint committee of nine, com­
posed of the following: W. Sanders Davies, chairman, Duncan 
MacInnes, Franklin Allen, representing the American Associa­
tion of Public Accountants; A. Lowes Dickinson, George Wilkin­
son and Robert H. Montgomery, representing the Federation of 
Societies of Public Accountants; L. H. Conant, Charles H. Lud­
lam and T. P. Ryan, representing the New York State Society 
of Certified Public Accountants. This committee met and agreed 
upon a plan of consolidation under which the Association would 
be the continuing organization after necessary amendment of its 
constitution and by-laws. As a result of these efforts, the goal of 
one national organization was reached in 1905. The constitution 
of the merged organization provided for individual membership 
and also for membership by virtue of membership in a state 
society of public accountants.
And so, on October 17, 1905, at a banquet following the first 
general meeting of the merged organization, John R. Loomis, 
of New York, president of the Association, said:
“ This occasion celebrates the culmination of what is perhaps 
the most important movement ever inaugurated in the interest 
of the profession of public accountancy in this country—the 
fusion of the several state societies constituting the Federation 
of Societies of Public Accountants with the American Association 
of Public Accountants. The American Association of Public 
Accountants stands a t  this time as the grand national body, 
representing practically all public accountants throughout the
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United States. Its object is the elevation of the profession and 
the spreading of a knowledge and recognition of the utility and 
necessity for the public accountant in the industrial and financial 
development of our country. It is an organization that every 
society can stand by and that every individual member can work 
for. The hopes and plans of the past are now measurably realized, 
and upon a basis of absolute harmony and good feeling. We 
surely have abundant cause for rejoicing—the promise of the 
future is most encouraging."
Other officers elected at that meeting were Arthur Lowes 
Dickinson, secretary, and Guy H. Kennedy, of Ohio, treasurer. 
The vice-presidents were the incumbent presidents of the 
several state societies, as follows:
California Society of Certified Public Accountants—Alfred G.
Platt, of San Francisco.
Colorado Society of Public Accountants—William C. Loughbom, 
of Denver.
Georgia State Association of Public Accountants—A. J. Halti­
wanger, of Atlanta.
Illinois Society of Public Accountants—J. Porter Joplin, of 
Chicago.
Incorporated Public Accountants of Massachusetts—Frederick 
C. Tufts, of Boston.
Maryland Association of Certified Public Accountants—Thomas 
L. Berry, of Baltimore.
Michigan Association of Certified Public Accountants—John H.
Clegg, of Detroit.
Minnesota Society of Public Accountants—Herbert M. Temple, 
of St. Paul.
Missouri Society of Public Accountants—George O. May, of 
St. Louis.
Society of Certified Public Accountants of the State of New 
Jersey—W. Sanders Davies, of East Orange.
New York State Society of Certified Public Accountants— 
Farquhar J. MacRae, of New York.
Ohio State Society of Public Accountants—J. S. M. Goodloe, of 
Columbus.
Pennsylvania Institute of Certified Public Accountants—Joseph 
E. Sterrett, of Philadelphia.
Tennessee Society of Public Accountants—Charles Flisher, of 
Nashville.
Washington Society of Certified Public Accountants—W. C. 
Chidester, of Tacoma.
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T h e  J o u r n a l  o f  A c c o u n t a n c y
In November of the same year the first issue of The Journal 
of Accountancy was published under the auspices of the Associa­
tion by the Accountancy Publishing Company. Its editors, en­
joying equal rank, were Joseph French Johnson, dean of the 
New York University school of commerce, accounts and finance, 
and Dr. Edward Sherwood Meade, director of the evening school 
of accounts and finance, University of Pennsylvania. The limited 
resources of the Federation, which had initiated the project, and 
of the Association had made it necessary to finance the publishing 
venture by the sale of preferred stock to accountants who were 
glad to assist in a worthy cause. The two editors, Mr. Johnson 
and Dr. Meade, agreed to take their salary in preferred stock, 
and it was thus that the first continuing publication of the pro­
fession was launched. The leading editorial of the first issue said:
“ The editors present the first issue of The Journal of Ac­
countancy to the American Accountants in the belief that this 
magazine marks the beginning of a movement which has for its 
object the establishment of accountancy in law and opinion as a 
learned profession."
The magazine reviewed the present status of the profession 
in these words:
“ Within the last decade accountancy has made rapid strides. 
Several states have formally recognized it as a profession by 
providing for examinations leading to the degree of certified 
public accountant. Five of the largest American universities 
have organized instruction in accountancy. A large number of 
the most important railroads and industrial corporations subject 
their books to periodical audit by public accountants. Banks, 
trust companies and insurance companies have more recently 
adopted the same plan as a guarantee of security to depositors 
and policy-holders, and the best method of protection against 
fraud. Manufacturers are calling upon the public accountant to 
install cost systems, banks are requiring borrowers to secure 
accountants’ certificates to the statements submitted as a 
basis for credit, and states, municipalities and public institutions 
in constantly increasing numbers are engaging the services of the 
profession to introduce system and order into their affairs. These 
indications of the growing appreciation of accountancy are the 
source of gratification and encouragement to its members; and 
there is no doubt that they will receive even more substantial 
recognition in the future.”
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A ctivities of th e  A ssociation
Great interest in education for the practice of the profession 
was reflected in the program followed by the Association. The 
committee on education, during the year 1906-1907, made a 
survey of the collegiate courses in accountancy then in existence 
and reported that such courses were given in the following in­
stitutions:
University of Pennsylvania 
New York University 
Tuck School a t Dartmouth College 
University of Wisconsin 
University of Illinois 
University of Chicago
Cincinnati College of Finance, Commerce and Accounts
University of Michigan
University of Vermont
Harvard University
University of Kansas
Olivet College
In concluding its report, the committee strongly urged upon 
the members of the Association the importance of cooperation 
and collaboration with the universities and colleges and ex­
pressed the hope that the members would respond generously 
whenever the opportunity arose to contribute their services as 
instructors and lecturers.
The scope of the activities of the Association is shown by the 
various other committees active a t the time. There was a com­
mittee appointed to cooperate with the committee on depart­
ment methods of the United States Government (generally 
known as the Keep Commission) in framing recommendations 
for improving the business methods of the departments of the 
Government. Another committee acted jointly with a committee 
of the New York State Society in appearing before the insurance 
committee of the New York legislature to urge the auditing of 
the accounts of the life insurance companies by public account­
ants and the adoption of improved forms of financial statements. 
Yet another committee was appointed to wait on the chairman 
of the Interstate Commerce Commission with a view to proffer­
ing the services of the accountancy profession in the preparation 
of forms of accounts and books for the use of railroads. There
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was a committee on standard schedules for uniform reports of 
municipal industries and public service corporations, as well as a 
number of other committees, each designed to maintain the 
standards of practice or to extend the field of accounting serv­
ices.
In the years immediately following, much progress was made, 
but every step cannot be recounted here. A complete record 
exists in the Year-books of the American Association of Public 
Accountants, which were published annually from 1905 to 1916. 
The Association spoke and acted for the profession when need 
arose, and public recognition of accountancy grew rapidly.
State legislation recognizing the accountancy profession was 
passed in Colorado in 1907; in Georgia, Connecticut, Ohio, 
Louisiana and Rhode Island in 1908; in Montana, Minnesota, 
Massachusetts and Missouri in 1909; and in Virginia in 1910. In 
each of these states the accountancy practitioners were banded 
together in a society and the society in each state was affiliated 
with the American Association. In addition there were affiliated 
accounting societies in each of the following states where, in 1910, 
accountancy legislation was pending: Alabama, Kentucky, 
Oregon, Tennessee, Texas and Wisconsin. By 1910 the member­
ship of the Association had risen to approximately a thousand.
The Association, too, had gained the recognition of older 
societies in other lands. At several of its meetings, notably the 
annual meeting of 1908 and the twenty-fifth anniversary in 1912, 
distinguished representatives of foreign societies were present.
In 1911 the Accountancy Publishing Company was liquidated 
and arrangements were made for The Journal of Accountancy to 
be published by the Ronald Press Company. Up to 1911 the 
work of the Association had been performed by officers elected 
from the membership, who served without compensation. In 
that year a most important step was taken. A permanent secre­
tary was employed at an adequate salary, and with necessary 
stenographic and clerical assistance. The appointee was A. P. 
Richardson, who had been bond editor of the Wall Street Jour­
nal, a young man with great literary talents, who was destined 
to make notable contributions to the accountancy profession. 
He also assumed the post of editor of The Journal of Account­
ancy, and threw himself into his work with vigor and enthusiasm.
At that time the headquarters of the Association were estab­
lished at 55 Liberty street, New York, in the offices of Messrs. 
Lybrand, Ross Bros. & Montgomery.
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T h e  F ederal  Income T a x
During the second decade of the century, forces were at work 
which were to increase the demand for accounting services and 
accelerate the growth of the profession beyond its members' 
most sanguine hopes. In 1909 Congress imposed an excise tax on 
corporations. The tax was only one per cent. of net income, and 
apparently the principal interest of accountants at the time was 
in the Government’s definition of net income and in the fact that 
returns were required as of the end of the calendar year, rather 
than the fiscal year of the taxpayer. Members of the Association 
aided in the drafting of regulations under this law. In 1913, after 
ratification of an amendment to the Constitution, a Federal 
income tax was enacted. The Journal of Accountancy com­
mented: “ The corporation tax law in its administration vastly 
increased the labors of public accountants, but the work arising 
from the enactment of that law was far less than that which will 
result from the new income tax act." The prediction was a true 
one, and when in 1917 excess-profits tax legislation was enacted, 
the services of the profession became well-nigh indispensable.
F o unding  of th e  In stitute
The establishment of a permanent secretariat naturally accel­
erated the progress of the Association’s work, but it was becom­
ing evident that the complex form of organization which had 
resulted from the merger of the American Association with the 
Federation of Societies of Public Accountants was not entirely 
suitable to the needs of the profession. By 1915 the matter had 
become one of serious concern to the leaders in the Association 
and the several societies.
The chief difficulties were the practical impossibility of exer­
cising professional control over a membership derived from and 
continued through local and independent societies; the divided 
interest of delegates appointed by state societies to a national 
organization; and the other widely differing standards of state 
laws and regulations, which made membership in the Association 
a thing of varying significance.
A special committee, surveying these conditions, recommended 
a plan which proposed:
(1) That an organization be created, embracing within its 
membership all of the reputable practising public accountants in 
the United States;
W . S a n d e r s  D a v i e s  
First President 
A m e r ic a n  I n s t i t u t e  o f  A c c o u n t a n t s
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(2) That membership therein be individual rather than 
through other societies;
(3) That the organization, through a board of examiners, 
examine each applicant for membership; that such examinations 
be adapted to the needs of the profession and be held at places 
throughout the country which would reasonably meet the con­
venience of the applicants;
(4) That, by virtue of the maintenance of uniform and rea­
sonably high standards, a helpful influence would be exercised 
by the organization upon accountancy education;
(5) That the profession of the entire country would be repre­
sented by a national organization, not only responsive to the 
best thought of the profession, but capable of effectively main­
taining its prestige;
(6) That, through the maintenance of proper standards of 
membership, wide recognition of the profession would be forth­
coming from governmental and trade bodies.
The committee also submitted drafts of a constitution and 
by-laws for the organization which it proposed should succeed 
the American Association of Public Accountants and should be 
called the Institute of Accountants in the United States of 
America. The plan was approved by the board of trustees of the 
Association and was adopted by the membership at a meeting at 
the Waldorf-Astoria, New York, September 19 and 20, 1916. 
Legal steps were immediately taken whereby the new Institute 
succeeded the old Association, every member of the latter becom­
ing a charter member of the former. The initial membership of 
the Institute was 1,150.
W. Sanders Davies, of New York, was elected president of the 
Institute; Harvey S. Chase, of Boston, and Carl H. Nau, of 
Cleveland, vice-presidents; Adam A. Ross, of Philadelphia, 
treasurer; and A. P. Richardson, secretary.
In January of 1917, the name of the organization was changed 
to American Institute of Accountants. The original name had 
been too long for convenience. Headquarters were taken at 20 
Vesey street, New York.
The first examinations of the Institute were held on June 14 
and 15, 1917; 121 candidates sat, and 93 were successful. Of 
these, 24 were admitted as members and 69 as associates. One of 
the important matters considered by the new board of examiners 
was the necessity of establishing uniform standards for account­
ing examinations throughout the country, and at a meeting with 
representatives of state accountancy boards, the plan of coopera­
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tion with state boards, which has since continued in operation, 
was first proposed. The plan provides that the Institute shall 
supply the state boards with examination problems and ques­
tions and standard stationery, and that the examinations of the 
several state boards be held simultaneously on a pre-arranged 
date and hour. After the examinations, the boards may submit 
the answers of candidates to the Institute’s board for grading, if 
desired. Three states adopted the plan in the first year; today 43 
state boards adopt the Institute’s standard examination.
In 1917 also, the Institute’s endowment fund was created. 
This fund, started largely through the generosity of George O. 
May and Elijah W att Sells and their partners and supported by 
the state societies and numerous individual contributors, was for 
the purpose of establishing a library and a bureau of information 
to which members could turn for help. Contributions in the first 
year brought the endowment fund to approximately $80,000. It 
has now grown to $238,852.65. The library has accumulated 
nearly 15,000 items of accounting literature and serves some 
10,000 users annually.
This memorable first year also saw publication of a bulletin 
which was to become the accepted standard of procedure in 
audits undertaken for credit purposes. The Federal Trade Com­
mission requested the Institute to prepare a memorandum on the 
verification and preparation of balance-sheets and profit-and- 
loss statements, which was prepared and approved by the coun­
cil of the Institute and by the Federal Trade Commission, and 
later was endorsed by the Federal Reserve Board. The memo­
randum was subsequently published in pamphlet form and was 
reprinted several times. Thousands of copies were circulated 
among bankers and banking associations throughout the coun­
try. In 1929 the memorandum was revised by the Institute and 
was published by the Federal Reserve Board under the title, 
Verification of Financial Statements. In 1936, the memorandum 
was rewritten by the Institute and published under the title 
Examination of Financial Statements by Independent Public 
Accountants.
P rofessional  E thics
A notable event of the year 1917 was the adoption of a code of 
professional ethics and the establishment of a procedure by 
which members charged with violations might be tried and, if 
found guilty, disciplined by the council of the Institute, sitting as
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a trial board. Thus one of the principal purposes of the founding 
of the Institute was achieved.
W o r l d  W a r
During the first year of the Institute’s existence the United 
States entered the World War. President Davies immediately 
appointed a special war committee, which was constituted the 
accountancy committee of the War Industries Board. This com­
mittee paid its own expenses and served without remuneration. 
It obtained the services of 14 Institute members as divisional 
auditors in charge of accounting at cantonments and performed 
many other services to the country.
G r o w t h  o f  t h e  I n s t it u t e
The strength, resources and influence of the Institute grew 
rapidly. In the first ten years of its existence, the membership 
increased from 1,150 to 2,064; from a surplus of $11,605.74 in 
1916, the financial resources of the organization increased to 
$297,215.26 in 1926. The circulation of The Journal of Account­
ancy increased during the same period from 4,940 to 11,274. 
The Institute published seven books, among them the unique 
Accountants' Index and its supplements, at a cost of $62,009.07 
and a profit of $17,228.15.
In 1918 larger quarters were leased at 1 Liberty street, New 
York, and in 1920 the building a t 135 Cedar street, now occupied, 
was purchased.
Beginning in 1921, formal cooperative relations with bankers 
were established through committees of the Institute and the 
Robert Morris Associates, which have continued, with great 
advantage to all concerned, to the present day. Other activities 
of the first decade are reflected in the names of the following 
committees: Federal legislation, state legislation, terminology, 
auditing department of banks, form and administration of 
income-tax laws, definition of earned surplus, and public affairs.
A m e r ic a n  S o c ie t y  o f  C.P.A's
In 1921, a number of members of the Institute who felt that 
there was room for an organization composed exclusively of 
certified public accountants, which could continually emphasize 
the value of the certificate and devote a major portion of its 
energies to development of the state societies, met in Chicago and 
formed the American Society of Certified Public Accountants.
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Its stated object was to protect and foster the certified public 
accountant certificate as granted by the states of the United 
States of America. Its founders looked upon the program of the 
new organization as complementary to that of the American 
Institute of Accountants—the former seeking to unite all holders 
of C.P.A. certificates, whether or not eligible for admission to 
the Institute, and the latter maintaining standards of admission 
in addition to possession of the C.P.A. certificate, which because 
of lack of uniformity in the requirements of the different states, 
had different significance in different parts of the country. The 
first officers of the American Society were Durand W. Springer, 
of Ann Arbor, president; Homer A. Dunn, of New York, first 
vice-president; Leslie S. Everts, of San Diego, second vice- 
president; George P. Ellis, of Chicago, treasurer; and Wilbur L. 
Harrison, of Washington, D. C., secretary. Mr. Springer later 
became permanent secretary and editor of The Certified Public 
Accountant, official publication of the Society. Membership grew 
rapidly and in several years was substantially equal in number to 
that of the Institute. Many certified public accountants were 
members of both organizations.
The activities of the Society were many. The executive office, 
being at the nation’s capital, was able to keep close watch upon 
Federal legislation and activities of government departments 
which might affect accounting practice. Nation-wide committees 
promoted the cause of commercial arbitration and maintained 
cooperation with trade and credit groups. The Society especially 
strove to bring about the enactment of regulatory accountancy 
legislation in the various states. The Certified Public Accountant 
and, subsequently, the C.P.A. News, a confidential bulletin, 
kept the members informed of matters of professional interest.
As early as 1924 a movement was started to bring about the 
consolidation of the Institute and the American Society. In that 
year committees of the two organizations met to consider the 
possibility, but decided that consolidation at that time was im­
practicable, though the two organizations should cooperate in 
certain activities. During the next six or seven years members of 
both societies frequently expressed the opinion that something 
should be done to bring about one national organization, but no 
formal proposals were made.
Meanwhile the Institute rapidly increased its usefulness and 
its strength. Among its numerous contributions to accountancy 
and to finance and business, two in particular stand out in bold
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relief. The first of these had its origin at the annual meeting of 
1930, held at Colorado Springs, where J. M. B. Hoxsey, the tech­
nical assistant to the committee on stock list of the New York 
Stock Exchange, asked that the Institute appoint a committee to 
advise the Exchange with respect to problems of accounting and 
corporate reports. A committee was appointed with George O. 
May as chairman, and for three years worked continuously and 
closely with the Stock Exchange. In 1933 the correspondence 
between the two groups was published, together with a standard 
form of auditors’ report or certificate which the Institute’s com­
mittee had suggested and the Exchange had approved. This form 
of report is universally accepted today. Five broad fundamental 
principles of accounting on which the Institute’s committee and 
the Exchange agreed were also included in the correspondence, 
which clearly stated the nature of accounts and the purposes and 
limitations of independent audits. All this material, published in 
a pamphlet entitled Audits of Corporate Accounts constituted an 
historic document which has had a profound effect on financial 
and accounting practice in the United States.
About this time the New York Stock Exchange adopted a 
requirement that applicants for listing must agree to annual 
audits of their accounts by independent public accountants 
qualified under the laws of some state or country.
This requirement was undoubtedly a precedent for a similar 
provision in the securities act of 1933 that companies registering 
securities for sale submit financial statements certified by an 
“ independent public or certified accountant.”
This was the first recognition extended to professional account­
ants by a Federal statute in this country. It was repeated in the 
securities exchange act of 1934.
The securities and exchange acts vested in the administrative 
body broad powers over the form of financial statements and the 
accounting practices of registrants. The American Institute of 
Accountants immediately after passage of the 1933 act, estab­
lished cooperative relations with the commission administering 
the act, which have continued to this day, and as a result the 
Institute has had opportunity to advise the commission with 
respect to every important accounting problem before it, prior 
to a final decision by the commission. Accountants have ac­
knowledged the assistance of the commission in maintaining high 
standards of accounting practice, and the S.E.C. has acknowl­
edged the help it has received from the Institute.
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A m e r ic a n  I n s t it u t e  P u b l i s h i n g  C o m p a n y
In 1930 it was arranged that The Century Company should 
act as publishers for the Institute in the production of accounting 
books. After some months’ experience, however, it appeared that 
it would be preferable to keep all the publication enterprise 
within the Institute’s own organization, and the arrangement 
with The Century Company was terminated at the end of 1931. 
There was organized then the American Institute Publishing 
Company, Inc., all of whose capital stock was owned by the 
Institute. Numerous books had already been published and sold, 
and others were in prospect. In addition to The Journal of Ac­
countancy, the Bulletin of the American Institute of Accountants 
had been published monthly since 1924 and its size and scope 
were increasing. Mr. Richardson, who had served both as secre­
tary and editor for 19 years, chose at this time to divest himself 
of secretarial duties and devote himself exclusively to editorial 
work. Accordingly, he was appointed editor of all publications 
and John L. Carey, a graduate of Yale University who had been 
employed as assistant secretary of the Institute since June, 1925, 
was elected secretary as of January 1, 1930. On completion of 25 
years of service, as of December 31, 1936, Mr. Richardson retired 
from all active work, but was retained in an advisory capacity. 
Mr. Carey was then appointed managing editor of The Journal 
of Accountancy.
The list of book titles offered by the American Institute Pub­
lishing Co., Inc., has now reached 29.
In the second decade of the Institute, the number of commit­
tees expanded to 35. During the period relations were established 
with the National Association of Credit Men, the American 
Management Association, the Investment Bankers Association 
of America, the American Bar Association, the American Arbi­
tration Association, and a number of other similar bodies. 
Services were performed for various government departments, 
including the National Recovery Administration, the United 
States Treasury Department, the Federal Trade Commission, 
the Securities and Exchange Commission and the Federal 
Power Commission. Among its other activities were the conduct 
of a nation-wide campaign in behalf of the natural business 
year; continuous study of accounting terminology; and improve­
ment of municipal accounting in cooperation with the National 
Committee on Municipal Accounting.
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Relations with state societies continued to be cordial, and at 
the annual meeting in 1935 the Institute amended its by-laws to 
provide that, in the future, possession of a C.P.A. certificate 
should be a prerequisite to admission—a requirement which gave 
recognition to the fact that all but a negligible number of mem­
bers were, in fact, certified public accountants.
I n t e r n a t io n a l  C o n g r e s s  o f  1929
During the latter months of 1927 a special committee of the 
Institute had considered the feasibility of holding in the United 
States in 1929 the third international congress on accounting. 
At a meeting in December of that year, at which the Institute, 
the American Society of Certified Public Accountants, the 
American Association of University Instructors in Accounting, 
the National Association of Cost Accountants and a number of 
state societies of certified public accountants were represented, it 
was decided that the congress should be held and that Robert
H. Montgomery should be its president.
The congress convened on September 9, 1929, at the Hotel 
Commodore, New York. Besides Colonel Montgomery, its 
officers were: honorary presidents—Joseph E. Sterrett, president 
of the first International Congress, and E. van Dien, president of 
the second International Congress; treasurer—Arthur H. Carter; 
executive secretary—Giles L. Courtney.
Thirty-eight foreign societies participated. Sixty-five papers 
were presented by prominent accountants from various parts of 
the world, and each was translated into English, German and 
French. There were more than 1,500 registered guests.
M e r g e r  o f  I n s t it u t e  a n d  S o c ie t y
In December, 1932, the directors of the New York State So­
ciety of Certified Public Accountants adopted a resolution ex­
pressing the opinion that the profession would be best served by 
one national organization and asked cooperation of all state 
societies in consideration of ways and means by which the desired 
result might be brought about.
At a meeting of the council of the Institute in October, 1933, 
the president was authorized to appoint a special committee to 
consider the matter of amalgamation. This committee and a 
similar committee of the American Society, during negotiations 
extending through many months, developed a plan which was 
proposed to the two organizations as a basis of merger. The
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merger finally became effective after adoption of amendments to 
the by-laws of the Institute, approved at the annual meeting at 
Dallas in October, 1936. By the beginning of 1937 all members of 
the American Society in good standing, with the exception of a 
few who did not avail themselves of the opportunity, had been 
transferred to the Institute as members or associates, according 
to their choice. The American Society ceased to exist as an active 
organization. D. W. Springer, who had been secretary of the 
Society, was retained by the Institute in an advisory capacity.
The year following the merger was rich in achievement. The 
membership of the Institute was greatly increased by the transfer 
of the former Society members and by the end of the fiscal year 
totalled 4,890. With additional resources and with an employed 
staff of 27, the Institute began to expand its program to include 
services long needed by the profession. The year ended with the 
celebration of the fiftieth anniversary of the founding of the 
American Association of Public Accountants, and the proceed­
ings of that celebration—fully set forth in this book—reflect the 
position of influence and high trust now held by the Institute and 
the accountancy profession in the United States.
A m erican  A ssociation  of P ublic  A ccountants
Officers
1887-1888
Secretary
Treasurer
President
Vice-president
Jam es Y a ld en  
J o h n  H e in s  
J am es T. A nyo n  
W illiam  H . V e y sey
1888-1889
President
Secretary
Treasurer
J o h n  H e in s  
Jam es T. A nyo n  
W illiam  H . V e y sey
1889-1890
President
Vice-president
Secretary-treasurer
J o h n  H e in s  
E. H . S ew ell  
W illiam  H . V e y sey
1890-1891
President
Vice-president
Secretary-treasurer
J o h n  H e in s  
E. H . S e w ell  
M . C. M irick
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1891-1892
President J a m e s  Y a l d e n
Vice-president H e n r y  R. M. C o o k
Secretary F r a n k  B r o a k e r
Treasurer R. M. C h a p m a n
1892-1893
President H e n r y  R . M. C ook
Vice-president R ic h a r d  F. S t e v e n s
Secretary T h o m a s  B ag o t
Treasurer R . M. C h a p m a n
1893-1894
President R ic h a r d  F . S t e v e n s
Vice-president F r a n k  B r o a k e r
Secretary J o h n  W . W h it e h e a d
Treasurer R . M. C h a p m a n
1894-1895
President R ic h a r d  F . S t e v e n s
Vice-president F r a n k  B r o a k e r
Secretary T. C u l l e n  R o b e r t s
Treasurer R . M. C h a p m a n
1895-1896
President R ic h a r d  F . S t e v e n s
Vice-president F r a n k  B r o a k e r
Secretary T. C u l l e n  R o b e r t s
Treasurer F r a n c is  G o t t s b e r g e r
1896-1897
President F r a n k  B r o a k e r
Vice-president W. S a n d e r s  D a v ie s
Secretary T. C u l l e n  R o b e r t s
Treasurer L e o n a r d  H . C o n a n t
1897-1898
President W. S a n d e r s  D a v ie s
Vice-president D a v id  R ollo
Secretary T. C u l l e n  R o b e r t s
Treasurer L e o n a r d  H. C o n a n t
1898-1899
President D a v id  R o llo
Vice-president L e o n a r d  H. C o n a n t
Secretary T. C u l l e n  R o b e r t s
Treasurer F e r d in a n d  W. L a f r e n t z
1899-1900
President L e o n a r d  H. C o n a n t
Vice-president F e r d in a n d  W. L a f r e n t z
Secretary T. C u l l e n  R o b e r t s
Treasurer F r e d e r ic k  C . M a n v e l
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1900-1901
President L e o n a r d  H. C o n a n t
Vice-president F e r d in a n d  W. L a f r e n t z
Secretary T. C u l l e n  R o b e r t s
Treasurer J a m e s  G r a n t
1901-1902
President F e r d in a n d  W . L a f r e n t z
Vice-president J o h n  R . L o om is
Secretary T. C u l l e n  R o b e r t s
Treasurer A n d r e w  A . C l a r k e
1902-1903
President F e r d in a n d  W . L a f r e n t z
Vice-president J o h n  R . L o o m is
Secretary T. C u l l e n  R o b e r t s
Treasurer A n d r e w  A . C l a r k e
1903-1904
President J o h n  R . L oom is
Vice-president A n d r e w  A . C l a r k e
Secretary T. C u l l e n  R o b e r t s
Treasurer F r a n k l in  A l l e n
1904-1905
President J o h n  R . L o om is
Vice-president A n d r e w  A . C l a r k e
Secretary T. C u l l e n  R o b e r t s
Treasurer F r a n k l in  A l l e n
1905-1906
President J o h n  R. L o om is
Vice-presidents Presidents of the several state
societies
Secretary A. L o w e s  D ic k in s o n
Treasurer G u y  H. K e n n e d y
1906-1907
President E l ij a h  W a t t  S e l l s
Vice-presidents Presidents of the several state
societies
Secretary T. C u l l e n  R o b e r t s
Treasurer G u y  H. K e n n e d y
1907-1908
President E l ij a h  W a t t  S e l l s
Vice-presidents Presidents of the several state
societies
Secretary T. C u l l e n  R o b e r t s
Treasurer H. T. W e s t e r m a n n
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1908-1909
President J. E . S t e r r e t t
Vice-presidents Presidents of the several state
societies
Secretary T. C u l l e n  R o b e r t s
Treasurer H. T. W e s te r m a n n
1909-1910
President J. E . S t e r r e t t
Vice-presidents Presidents of the several state
societies
Secretary T. C u l l e n  R o b e r t s
Treasurer H. A. K e l l e r
1910-1911
President E d w a r d  L. S u f f e r n
Vice-presidents Presidents of the several state
societies
Secretary T. C u l l e n  R o b e r t s
Treasurer H. A. K e l l e r
1911-1912
President E d w a r d  L. S u f f e r n
Vice-presidents Presidents of the several state
societies
Secretary A. P. R ic h a r d so n
Treasurer Jam es W h it a k e r  F e r n l e y
1912-1913
President R o b e r t  H . M o n tg o m e r y
Vice-presidents Presidents of the several state
societies
Secretary A. P. R ic h a r d so n
Treasurer Jam es W h ita k e r  F e r n l e y
1913-1914
President R o b e r t  H. M o n tg o m e r y
Vice-presidents Presidents of the several state
societies
Secretary A. P. R ic h a r d so n
Treasurer C a r l  H. N a u
1914-1915
President J. P o r t e r  J o p lin
Vice-presidents Presidents of the several state
societies
Secretary A. P. R ic h a r d so n
Treasurer C a r l  H. N a u
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1915-1916
President
Vice-presidents
Secretary
Treasurer
J. P orter  J o plin  
Presidents of the several state 
societies 
A. P . R ichardson  
Ca rl  H . N a u
T h e  I n s t i t u t e  o f  A c c o u n t a n t s  i n  t h e  
U n i t e d  S t a t e s  o f  A m e r ic a
Officers
1916-1917
President
Vice-presidents
Treasurer
Secretary
W . Sa n d er s  D a v ie s  
H a r v ey  S. Ch ase  
Carl  H . N a u  
A dam  A . Ross 
A. P. R ichardson
A m e r i c a n  I n s t i t u t e  o f  A c c o u n t a n t s
Officers
1917-1918
President
Vice-presidents
Treasurer
Secretary
President
Vice-presidents
Treasurer
Secretary
President
Vice-presidents
Treasurer
Secretary
President
Vice-presidents
Treasurer
Secretary
W . Sa n d e r s  D a v ie s  
G eorge  O. M ay  
W aldro n  H . R a n d  
Adam  A . Ross 
A. P. R ichardson
1918-1919
W aldron  H . R a n d  
C h arles S. L udlam  
E. G. S horrock 
A dam  A . Ross 
A. P. R ichardson
1919-1920
W aldro n  H . R a n d  
A rth u r  W . T e e l e  
H . Ivor T homas 
J. E . S terrett  
A . P . R ichardson
1920-1921
Carl  H . N a u  
W . P. H ilton  
T . E dw ard  R oss 
J. E . S terrett  
A . P. R ichardson
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President
Vice-presidents
Treasurer
Secretary
President
Vice-presidents
Treasurer
Secretary
President
Vice-presidents
Treasurer
Secretary
President
Vice-presidents
Treasurer
Secretary
President
Vice-presidents
Treasurer
Secretary
President
Vice-presidents
Treasurer
Secretary
President
Vice-presidents
Treasurer
Secretary
1921-1922
C a r l  H . N a u  
J o h n  B . N iv e n  
A r t h u r  W . T e e l e  
J . E . S t e r r e t t  
A . P. R ic h a r d so n
1922-1923
E d w a r d  E . G o r e  
J o h n  R . L o o m is 
N o r m a n  M cL a r e n  
A r t h u r  W . T e e l e  
A . P. R ic h a r d so n
1923-1924
E d w a r d  E . G o r e  
F r a n k  L o w so n  
N o r m a n  E . W e b s t e r  
A r t h u r  W . T e e l e  
A . P. R ic h a r d so n
1924-1925
J o h n  B . N i v e n  
E r n e s t  R e c k it t  
W il l ia m  H . W e s t  
A r t h u r  W . T e e l e  
A . P. R ic h a r d so n
1925-1926
W il l ia m  H . W e s t  
J o h n  F . F o r b e s  
F r e d e r ic k  A . Ross 
A r t h u r  W . T e e l e  
A . P. R ic h a r d so n
1926-1927
W il l ia m  H . W e s t  
F r e d e r ic k  H . H u r d m a n  
J o h n  R . R u c k s t e l l  
A r t h u r  W . T e e l e  
A . P. R ic h a r d s o n
1927-1928
J o h n  R . R u c k s t e l l  
J a m e s  S . M a t t e so n  
R o b e r t  H . M o n t g o m e r y  
A r t h u r  W . T e e l e  
A . P. R ic h a r d so n
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President
Vice-presidents
Treasurer
Secretary
President
Vice-presidents
Treasurer
Secretary
President
Vice-presidents
Treasurer
Editor
Secretary
President
Vice-presidents
Treasurer
Editor
Secretary
President 
Vice-presidents
Treasurer
Editor
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W elcome
The American Institute of Accountants extends to you a hearty 
welcome, not only to its fiftieth anniversary celebration, but also 
to the city of New York. A particular welcome is extended to those 
visiting us from distant states, from adjacent countries and from 
overseas. It is my sincere hope that when you leave at the end of this 
week you will take with you pleasant memories of old acquaintances 
renewed and new friendships formed, and that you will have come to 
know a little more of New York and possibly of the Institute. I t is 
certain that your presence here, of itself, represents a vital step in the 
further growth of the Institute and of our profession.
R o b e r t  H. M o n tg o m ery ,  
President.
New York, October 17, 1937.
PROGRAM 
OCTOBER 17TH
12:00 Noon-6:00 p.m. Registration Silver Corridor
4:30-6:30 p.m. Tea for Ladies and Gentlemen. Music
Le Perroquet Suite
October 18th
BUSINESS
9 :00 a.m. Registration Silver Corridor
9:30 a.m. Council Meeting (Executive Session) Le Perroquet Suite 
10:00 a.m. Exhibit of Accounting Machinery Opens
Basildon Room, Jade Room, Astor Gallery, East Foyer 
2:00 p.m. Meeting of Advisory Council of State Society Presidents 
(Open Session) Banquet Room 4-M
Sessions of New York State Society of Certified Public Accountants 
(Members of the Institute and their guests are invited to attend)
11:00 a.m. “The History of Accounting Machinery,” by Committee on 
Accounting Machinery, J. Andrew Crafts, Chairman
Grand Ballroom
2:00 p.m. Address: “ Recent Developments in Budgetary Control,” 
by Edmund S. LaRose, Assistant Controller, Bausch & Lomb 
Optical Company. Grand Ballroom
ENTERTAINMENT 
5 :30-7:00 p.m. Reception and Cocktail Party (Courtesy of New York 
State Society of Certified Public Accountants)
Grand Ballroom
October 19th
BUSINESS
9:00 a.m.-12:00 Noon—General Session Grand Ballroom
Robert H. Montgomery, President, in the Chair 
Addresses of Welcome:
Hon. Grover A. Whalen, President, New York World's Fair 
1939P. W. R. Glover, Chairman Committee on 50th Anniversary 
President’s Address
Address by Hon. Raymond Moley, Editor of News Week and 
Former Assistant Secretary of State 
Introduction of Foreign Guests 
2 :30-4:30 p.m. Round-table Discussions
“ Developments in Accounting Theory and Practice since 1929 " 
—Leader, Rodney F. Starkey Empire Room
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“ Reorganizations under the Revenue Act”—Leader, Joseph J.
Klein Le Perroquet Suite
“ To What Extent Can the Practice of Accounting Be Reduced 
to Rules and Standards”—Leader, Charles B. Couchman
Carpenter White Room
2:00-4:00 p.m. Meeting of State C. P. A. Examiners (Follows Lunch­
eon) Assembly Rooms 4-M-N-P-R
EN TERTAINM ENT
12:30 p.m. Luncheon to Representatives of State Boards of Account­
ancy (New York State Board of C. P. A. Examiners—Host)
Assembly Rooms 4-M-N-P-R 
2 :00 p.m. to 4:00 p.m. Tour of “ Queen Mary” W. 49th St. Dock 
8 :00 p.m. Dinner Dance Grand Ballroom
LADIES' EN TERTAIN M ENT  
9:30 to 10:00 a.m. Bus leaves for Tour of John Wanamaker’s Store— 
Fashion Show and Luncheon (Ladies’ headquarters at Wana­
maker’s, The Woman’s Club House, 6th Floor, South Building 
—Bus leaves John Wanamaker’s at 2:00 p.m. for “ Queen 
Mary”) 49th St. Entrance
2 :00 p.m. to 4:00 p.m. Tour of “ Queen Mary” W. 49th St. Dock 
8 :00 p.m. Dinner Dance Grand Ballroom
October 20th
BUSINESS
10:00 a.m. Round-table Discussions
“ Pricing Product under the Robinson-Patman A ct”—Leader, 
E. B. George Carpenter White Room
“Accounts of Governmental Authorities”—Leader, George P.
Ellis Le Perroquet Suite
“ Practice Problems of Accountants in Connection with Regis­
tration Statements”—Leader, Homer N. Sweet
Empire Room
2 :00 p.m. Round-table Discussions
“ Inventory—What is the Lower of Cost or Market?”—Leader, 
Maurice E. Peloubet Le Perroquet Suite
“ Education for the Accountant”—Leader, Jacob B. Taylor
Assembly Rooms 4-J-K-L 
‘Aptitude Tests for Staff Accountants”—Leader, Johnson 
O’Connor Carpenter White Room
“ Accountants’ Certificates”—Leader, James H. Wren
Empire Room
EN TERTAINM ENT
All day. Golf 
Tennis
9 :30 a.m. Bus leaves for Newark Airport and flight over New York 
(Cost—about $4.00 per person) 49th St. Entrance
10:00 a.m. Men who wish to do so may join their ladies on sightseeing 
tour. Transportation $1.00. Make reservations at Gray Line Desk 
in Silver Corridor 49th St. Entrance
9:15 P.M. Special lecture at Hayden Planetarium
LADIES' ENTERTAIN M ENT  
All day. Golf 
Tennis
9:30 a.m. Bus leaves for Newark Airport and flight over New York 
(Cost—about $4.00 per person) 49th St. Entrance
10:00 A.M. Bus leaves for sightseeing tour of New York
49th St. Entrance
From 2 :00 p.m. Conducted Tours of Rockefeller Center and National 
Broadcasting Company Studios. Meet at Guided Tours Office, 
Concourse, R.C.A. Building 
9:15 p.m. Special Lecture at Hayden Planetarium
October 21st
BUSINESS
10:00 a.m. General Session Grand Ballroom
Charles F. Rittenhouse, Vice-president, in the Chair 
Address—“ Public Accountancy in the United States”— 
Norman E. Webster 
11:00 a.m. Address—“The Relationship Between Accounting and 
Taxation in the United States”—Norman L. McLaren 
2 :00 p.m. Edwin H. Wagner, Vice-president, in the Chair
Grand Ballroom
Address—“A History of the Relations between the Accounting 
Profession and Regulatory Bodies in the United States”— 
Andrew Stewart
EN TERTAIN M ENT  
8 :00 p.m. Banquet
Toastmaster, Clem W. Collins, President Nominate 
Address by Charles R. Gay, President, New York Stock Ex­
change Grand Ballroom
LADIES' EN TERTAIN M ENT
10:00 a.m. Bus leaves for trip to West Point, including luncheon at 
Bear Mountain Inn ($3.40 per person—see Bus Trip B— 
Section F) 49th St. Entrance
Make reservations at Gray Line Desk in Silver Corridor 
10:30 a.m. Meet for “ Behind the Scenes” tour of Waldorf
Terrace Court over Park Ave. Entrance 
All Day. Miss Information will be pleased to assist in the formation of 
small groups for trips to museums, matinees, etc.
8 :00 p.m. Banquet—see ab ove Grand Ballroom
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October 22nd
BUSINESS
9:30 a.m. Open Business Meeting—Annual Reports, Election of 
Officers, etc. Grand Ballroom
2 :00 p.m. Council Meeting (Executive Session) Le Perroquet Suite
EN TERTAIN M ENT
10:00 a.m. Bus leaves for Newark Airport and flight over New York 
(Cost—about $4 per person) 49th St. Entrance
4:00 p.m. Tea at Columbia University, College of Accountancy
Inspection of Offices and Accounting Rooms and Laboratories 
Inspection of Students’ Work
Exhibit of Old Accounting Books of the Montgomery Collection
Room 705, School of Business Bldg., 
N.E. Corner 116th St. and Broadway 
8 :00 p.m. Broadcast—Cities Service Hour. Supply of tickets is limited. 
They will be distributed by Miss Information while they last. 
Visitors must be seated at least 15 minutes before scheduled 
hour R. C. A. Bldg., Rockefeller Center, 8th Floor
LADIES' EN TERTAIN M ENT
10:00 a.m. Buses leave for Newark Airport and flight over New York 
(Cost—about $4 per person) 49th St. Entrance
4 :00 p.m. Tea at Columbia University. See above 
8 :00 p.m. Broadcast—Cities Service Hour. See above
The Fiftieth Anniversary Celebration
A Narrative Account
A f t e r  months of preparation by committees and staff aggre­
gating about 85 persons, the fiftieth anniversary celebration 
of the American Institute of Accountants was held October 18- 
22, 1937, with headquarters at the Waldorf-Astoria, in New York. 
More than 1,300 persons were registered and the attendance at 
some events was as high as 2,500.
Members and guests began to arrive at New York during the 
week preceding the meeting, and on Sunday, October 17th, some 
200 of the early arrivals were entertained at tea in Le Perroquet 
Suite of the Waldorf by the ladies’ committee, of which Mrs. 
Robert H. Montgomery was chairman. The registration desk 
was open from noon until 6:00 P.M., Sunday.
O ctober 18th
Registration began again early on Monday morning, and dur­
ing the course of this day the total of registrants rose to approxi­
mately 1,000.
Accounting Machinery Exhibition
On Monday morning also a four-day exhibition of accounting 
machinery was opened. Thirteen leading manufacturers of 
accounting machines and office equipment displayed their 
products along the route which led to the grand ballroom, where 
the general sessions were held.
Meeting of Council
The council of the Institute met in executive session on this 
day, and received the annual reports of committees and trans­
acted its regular business. The minutes of this meeting will 
appear in the 1937 Year-book of the Institute.
Conference of New York State Society
The fifteenth annual fall conference of the New York State 
Society of Certified Public Accountants opened in the morning 
with the presentation of a paper by the society’s committee on 
accounting machinery, of which Mr. J. Andrew Crafts was chair­
man. Mr. Morris C. Troper, president of the society, opened the 
session and then yielded the chair to Mr. A. S. Fedde, vice-presi­
dent. Mr. Fedde introduced Mr. Crafts, who conducted the 
discussion that followed.
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The paper entitled “ The history of accounting machinery” 
was presented by Mr. Ronald W. Gleason, a member of the ac­
counting-machinery committee. It pictured a modern office of 
1887, the year in which the American Association of Public Ac­
countants was founded, and showed what little use was then 
made of machine methods. The development of accounting ma­
chinery was traced, and finally the modern office of 1937 was de­
scribed. A sound picture, “ Posted at the window,” was then pre­
sented showing modern methods of handling savings-and-loan 
accounts.
After luncheon, Mr. Troper again opened the conference and 
yielded the chair to Mr. Victor H. Stempf, vice-president. The 
principal feature of the program was an address entitled “ Recent 
developments in budgetary control,” by Mr. Edmund S. LaRose, 
assistant controller of Bausch & Lomb Optical Company. The 
coordination of all available accounting and statistical data 
in planning future operations is the pivot around which every 
successful budget program must revolve, Mr. LaRose said. 
Calling an accurate sales forecast the essential cornerstone of any 
successful budget system, he stated that there is no reason why 
any manufacturer or distributor should not be consistently able 
to forecast his sales volume for a year in advance within a limit 
of 10 per cent. variation.
Members of the Institute and their guests were invited to a t­
tend these sessions, and did so in large numbers. There was an 
attendance of approximately 1,500.
Meeting of Advisory Council
In the afternoon the Advisory Council of State Society Presi­
dents held its annual meeting. This also was an open session, to 
which all attending the celebration were invited. Mr. W. L. 
Clark, of Oklahoma, chairman, presided.
Arrangements had been made for consideration of four prob­
lems upon which cooperation between the Institute and the state 
society was needed—relations with the bar, public relations for 
the profession, programs of activities for state societies, and the 
natural-business-year campaign.
Dean John T. Madden, then chairman of the Institute’s special 
committee on cooperation with the bar, told of the conversations 
which his committee had had with the American Bar Associa­
tion’s committee on unauthorized practice of the law, and also 
described the effective work of several state society committees
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on cooperation with the bar. He urged that each society president 
appoint a committee which would actively seek to develop in its 
own state better understanding and closer cooperation between 
accountants and attorneys.
The subject of public relations for the accountancy profession 
was discussed by Mr. Frank A. Gale, who was introduced by 
Mr. John L. Carey, secretary of the Institute, as a new assistant 
secretary of that organization who had enjoyed wide experience 
in newspaper, public relations and association work. Mr. Gale 
directed attention to the peculiar public-relations problems of 
accountants, describing the essential features of a practicable 
program of activity.
An exhaustive survey of the form of organization and possible 
activities of a state society was presented by Mr. Troper, presi­
dent of the New York State Society of Certified Public Account­
ants. Mr. Troper based his discussion upon the program of his 
own society. He pointed also to the printed program of the Insti­
tute as blazing a trail for the local societies to follow. He said 
that the activities of the various state societies should be cor­
related through the agency of the national organization. Mr. 
Willis C. Graves, president of the California State Society of 
Certified Public Accountants, contributed to this discussion, 
drawing upon his experience in the California society and sug­
gesting activities developed there which might be adopted by 
other societies.
Mr. Ralph S. Johns, chairman of the Institute’s special com­
mittee on natural business year, after describing recent activities 
and present plans of the Natural Business Year Council, urged 
that each state society participate in the national campaign to 
the greatest extent possible. He particularly urged that com­
mittees be appointed which would be responsible for a definite 
program of local activity, supplementing the national efforts 
of the Institute and the Council. Mr. Johns pointed out that the 
ultimate success of the campaign depends directly upon the help 
of the public accountants, both as individuals in their relations 
with their clients and, collectively, through their professional 
organizations.
There was other discussion of various topics raised from the 
floor, and the meeting then proceeded to the election of officers 
for the year 1937-1938. Mr. Troper was elected chairman, and 
Mr. Graves, secretary.
The meeting adjourned to reconvene at luncheon on Thursday,
P. W . R. G l o v e r  
Chairman of the Executive Committee 
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when there was informal discussion of topics raised by each of 
the various presidents or representatives, in turn.
Entertainment
In the late afternoon members of the Institute and their guests 
were entertained at a reception and cocktail party by the New 
York State Society of Certified Public Accountants in the grand 
ballroom of the hotel. Mr. Troper, president of the state society, 
and Mrs. Troper and Colonel Montgomery, president of the 
Institute, and Mrs. Montgomery received. There was orchestral 
and vocal music. This was the first occasion when all who had 
arrived were brought together. It was conservatively estimated 
that 2,500 persons attended and the vast ballroom, decorated 
with a brilliant display of flags of all the states, as well as the 
United States and foreign nations, was filled. The affair struck 
a happy note with which to proceed to the formal opening of 
the celebration.
O c to b e r  19th
General Session
The first general session of the meeting convened at nine 
o’clock Tuesday morning. Colonel Montgomery, president of the 
Institute, was in the chair. As the first item of business, Colonel 
Montgomery asked the secretary to read a message from the 
President of the United States, which spoke of the public ac­
countant as having one of the most responsible and trusted 
positions in the world. President Roosevelt wished that the 
observance of the fiftieth anniversary of the organization of the 
Institute might give new emphasis to the importance of strict 
accounting in both private activity and in the discharge of the 
public business.
Mr. P. W. R. Glover, chairman of the committee which had 
arranged for the celebration, then described in a few words events 
which led up to the meeting and extended a welcome to the 
members and guests. He spoke particularly of the pleasure which 
the Institute felt in the presence of so many distinguished 
representatives of the profession in other countries.
Colonel Montgomery read his annual report as president, an 
address entitled, "W hat have we done, and how?” in which he 
reviewed the progress of the profession during fifty years and 
restated its ideals and objectives.
The secretary then presented messages of congratulation
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received from the Institute of Chartered Accountants in England 
and Wales, Society of Incorporated Accountants and Auditors, 
Commonwealth Institute of Accountants (Australia), Treu­
handverband (Germany), Japan Association of Certified Audi­
tors and Accountants, Corporation of Accountants (Scotland), 
London Association of Certified Accountants, Institute of 
Chartered Accountants of Ontario, Institute of Chartered 
Accountants of Manitoba, Lord Plender, Governor Stanford of 
Arizona, Mr. Emil S. Fischer and Mr. Arthur Wolff, members of 
the Institute.
Mr. Glover then explained that the Honorable Raymond 
Moley, former Assistant Secretary of State, professor of public 
law at Columbia University, and editor of News Week magazine, 
who was scheduled to speak at this session, would be unable to 
appear in person because of illness, but that his paper would be 
read by one of his associates, Mr. Ralph West Robey, instructor 
of banking at Columbia University and News Week editor of 
business news. Mr. Robey presented Mr. Moley’s paper, the 
subject of which was “ Peace in the United States.” Mr. Moley 
referred to the responsible part which public accountants play 
in the life of the community and called upon them to help in the 
education of the public as to the far-reaching effect of tax meas­
ures and other legislation affecting business. Accountants, he 
said, could serve as a stabilizing factor which would do much to 
promote peace among the various interests in the United States 
which were at virtual warfare with one another.
The Honorable Grover A. Whalen, president of the New York 
World’s Fair 1939, was introduced by Colonel Montgomery. 
Mr. Whalen assured those attending the celebration that they 
would find New York as warm-hearted and hospitable as any city 
in the world, and spoke of the significance of a meeting such as 
the Institute’s at a time when business was concerned with many 
grave problems. He described briefly the plans for the New York 
World’s Fair of 1939 and expressed the hope that those whom he 
was addressing would return to see this exposition.
Following Mr. Whalen’s remarks, President Montgomery 
introduced Mr. E. van Dien whom he described as, “ our old 
friend and comrade from Amsterdam.” Mr. van Dien was a 
delegate to the first International Congress of Accountants, held 
at St. Louis in 1904 and had attended all of the congresses held 
since that time.
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Mr. van Dien pointed out that eleven others who attended the 
St. Louis congress were present at this meeting and expressed the 
hope that he would meet those gentlemen again at the one 
hundredth anniversary of the founding of the Institute. He then 
conveyed the good wishes and congratulations of his country 
and its society, the Nederlandsch Instituut van Accountants. 
Mr. van Dien presented to the Institute a souvenir of the first 
International Congress of Accountants—a small bale of cotton 
which he had kept before him on his desk for 33 years.
Colonel Montgomery then introduced other representatives of 
foreign societies, each of whom brought a message of congratula­
tions to the Institute. They were: Mr. Roger N. Carter, immedi­
ate past president of the Institute of Chartered Accountants in 
England and Wales; Mr. Walter Holman, president of the Soci­
ety of Incorporated Accountants and Auditors (London); Mr. 
William Annan, representative of the Society of Accountants in 
Edinburgh; Mr. Matthew Mitchell, president of the Institute 
of Accountants and Actuaries in Glasgow; Mr. G. Brock, 
president of the Institute of Chartered Accountants in Ireland; 
Mr. Frank A. Nightingale, president of the Dominion Associa­
tion of Chartered Accountants; Mr. Alfredo Chavero, president 
of the Institute of Certified Public Accountants of Mexico; Mr. 
Melchior Schwoon, representing the Institut der Wirtschafts­
prüfer (Germany); Mr. Thomas Goodall, president of the London 
Association of Certified Accountants; Mr. Kenneth Dalglish, 
past president of the Society of Chartered Accountants of the 
Province of Quebec; Mr. Alfred B. Shepard, president of the 
Institute of Chartered Accountants of Ontario; Mr. David 
Humphries, representative of the Corporation of Accountants 
(Scotland); Mr. J. G. Mundie, past president of the Dominion 
Association of Chartered Accountants and member of the 
council of the Institute of Chartered Accountants of Manitoba; 
Mr. Harvey E. Crowell, representative of the Institute of Char­
tered Accountants of Nova Scotia; and Mr. E. A. Seburn, presi­
dent of the Certified Public Accountants Association of Ontario.
The meeting then adjourned, to be reconvened on Thursday 
morning.
Round-table Discussions
Three groups met during the afternoon for round-table dis­
cussions. The subject in each case was introduced in a brief paper
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by the leader, who subsequently directed the open-forum 
discussion.
Mr. Rodney F. Starkey, of New York, led one group in dis­
cussion of the subject, “ Developments in accounting theory and 
practice since 1929.” Mr. Joseph J. Klein, of New York, con­
ducted a group in discussion of “ Reorganizations under the 
revenue act,” and Mr. Charles B. Couchman, of New York, 
led discussion of the ideas presented in a paper entitled “ To 
what extent can the practice of accounting be reduced to rules 
and standards?” by Mr. Gilbert R. Byrne. Mr. Byrne’s paper 
had been adjudged the winner in the fiftieth-anniversary essay 
contest. Mr. Byrne was present and participated in the dis­
cussion.
C.P.A . Examiners
The New York State Board of Certified Public Accountant 
Examiners was host to representatives of state boards of ac­
countancy a t a luncheon on Tuesday, which was followed by dis­
cussion of problems arising in the administration of state 
accountancy laws, and later by the annual meeting of the Asso­
ciation of Certified Public Accountant Examiners. The following 
officers were re-elected: Chairman—Edwin E. Leffler, New York; 
Vice-chairman—Claud F. Harmon, Arizona; Secretary-Treas­
urer—Robert Miller, Kentucky.
Entertainment
While the members of the Institute and their guests were a t­
tending the morning session, 270 of the ladies were conducted on 
a tour of John Wanamaker’s store. A fashion show was arranged 
for their benefit and they were entertained a t luncheon in the 
store restaurant. Each lady was given a guest card to the Wom­
an’s Club House, which served as headquarters for the morning. 
In the afternoon the ladies, accompanied by a number of the 
men—a group of more than 300—made a tour of the “ Queen 
M ary” a t its docks in the North River.
In the evening about 1,200 men and women attended a dinner 
dance in the grand ballroom of the Waldorf-Astoria. Music 
was by the NBC orchestra of Harry Meyer. There was a varied 
and lively program of entertainment, consisting chiefly of acts 
brought in from leading night clubs in and about New York. 
There was an atmosphere of informal conviviality, and the 
occasion was one of the brightest of the week.
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O c t o b e r  20th
There were no formal proceedings on this day, so tha t all who 
wished might devote a full day to participation in the golf tourna­
ment, sightseeing in New York, and other opportunities for recre­
ation. There were, however, seven round-table discussion groups 
which were well attended and provoked great interest.
Round-table Discussions
Mr. Edwin B. George, economist of Dun & Bradstreet, Inc., 
conducted a session on “ Pricing product under the Robinson- 
Patman act.” Mr. George P. Ellis, of Chicago, chairman of the 
Institute’s special committee on governmental accounting, led 
discussion of “ Accounts of governmental authorities,” based 
largely on a paper presented by Mr. Lloyd Morey, member of 
the National Committee on Municipal Accounting and former 
chairman of the Institute’s special committee. Mr. Homer N. 
Sweet, of Boston, led a group in discussion of “ Practice problems 
of accountants in connection with registration statements.” Mr. 
Maurice E. Peloubet, of New York, was leader of a group which 
discussed the subject, “ Inventory—what is the lower of cost or 
m arket?” Mr. Jacob B. Taylor, president of the American 
Accounting Association and a member of the Institute, led 
discussion of “ Education for the accountant.” Mr. Johnson 
O’Connor, director of the human-engineering laboratory a t 
Stevens Institute of Technology, a t Hoboken, New Jersey, pre­
sented a paper on “ Aptitude tests for staff accountants,” which 
provided the basis for lively discussion. Mr. James H. Wren, of 
New York, led discussion of “ Accountants’ certificates,” during 
the course of which the standard form of auditors’ report, which 
has been adopted by the Institute, was analyzed and compared 
with variations of the form in current use.
Radio Broadcast
At 6:15 P. M., Mr. Roger N. Carter, of Manchester, England, 
immediate past president of the Institute of Chartered Account­
ants in England and Wales, made an address a t the studios of 
radio station WABC which was broadcast over the coast-to- 
coast network of the Columbia Broadcasting System. All 
Canadian stations and the British Broadcasting Company were 
notified so tha t they might re-broadcast through their own 
facilities. Mr. Carter discussed in general terms the state of
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international affairs and then told of the position of the ac­
countant in England. He closed by urging that the American 
business community accept the public accountant as guide, 
philosopher and friend.
Entertainment
On Wednesday guests of the Institute from other lands and 
the presidents of state societies and their wives were entertained 
a t luncheon by Colonel and Mrs. Montgomery a t their Green­
wich, Connecticut, home. The party  travelled to and from 
Greenwich in private cars with a police escort by way of the 
beautiful Hutchinson River Parkway. At the luncheon, Mr. 
E. van Dien, of The Netherlands, expressed the gratitude of the 
guests to their host and hostess, and Mr. Melchior Schwoon, of 
Germany, offered a toast to the ladies.
The annual golf tournament, in which teams representing 
state societies and chapters of certified public accountants 
compete for possession of the Missouri golf trophy, was held a t 
the Baltusrol Golf Club a t Short Hills, New Jersey. Because the 
weather was threatening, fewer persons participated in the tour­
nament than had been expected, but the event was considered 
entirely successful by the 38 who did participate. The trophy, 
which had been held during the past year by the Texas Society 
of Certified Public Accountants, was won for the New York 
State Society of Certified Public Accountants by a team con­
sisting of Messrs. Percival F. Brundage, James J. Hastings, 
Frederick H. Hurdman and Andrew Stewart. The winning score 
was 365 strokes. Massachusetts was second with 370 strokes and 
Pennsylvania next with a total of 404 strokes.
Other prize winners were as follows:
Low gross—Messrs. J. G. Mundie, James J. Hastings and 
Andrew Stewart, all 88. Upon matching coins, Mr. Mundie won 
first prize, Mr. Hastings second, and Mr. Stewart third.
Low net—Mr. Walter A. Cooper, 76; Messrs. Harold S. 
Treworgy and C. O. Wellington, both 77. Upon matching coins 
Mr. Treworgy won second prize and Mr. Wellington third prize.
Match play against par—Messrs. C. A. Bennett and R. D. 
Seamans, both two down; Mr. Percival F. Brundage, three down; 
Messrs. Karl W. Baker and D. B. Galloway, both four down.
Lowest score, 4 par-3 holes—Mr. T. W. Brown, 13 strokes.
Lowest score, 5th and 17th holes—Mr. J. H. Haire, 10 strokes.
Other prizes were given for highest score on the 4th hole, on
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the 4 par-3 holes, on the 5th and 17th holes, on the 18th hole, 
highest score for any hole, and the highest gross score for the day. 
The golf committee, out of delicacy, has announced the winners 
of these prizes in alphabetical order only, as follows: Messrs. J. 
N. Aitken, Jr., T. H. Clarke, L. W. Rogers, W. W. Rostet, T. A. 
Williams and A. A. Wegmann.
Those in attendance a t Baltusrol Golf Club were entertained, 
after they had turned in their scores, by the New Jersey Society 
of Certified Public Accountants. The entertainment is said to 
have consisted mainly of beverages, and the chairman of the 
golf committee reported that, judging by the reception he re­
ceived when he appeared to present the prizes, the society had 
well maintained its reputation for hospitality.
Wednesday also saw the culmination of the tournament for 
possession of the Missouri tennis trophy which was on this 
occasion put in competition for the first time. The team repre­
senting the New York State Society of Certified Public Ac­
countants defeated the team representing the Pennsylvania 
Institute of Certified Public Accountants in the finals a t the 
Academy Indoor Courts a t Hempstead, Long Island, winning 
all three matches. On the preceding Sunday the New York team 
had defeated the team which represented the New Jersey Society 
of Certified Public Accountants, winning all three matches, on 
the courts of the West Side Tennis Club a t Forest Hills, Long 
Island. The summaries are as follows:
Semi-finals—New York 3, New Jersey 0
Armand L. Bruneau, of New York, defeated Ralph S.
Johns, of New Jersey, 6-2, 3-6, 6-2 
Frederick M. Bruell, of New York, defeated Arthur 
Redmond, of New Jersey, 6-1, 6-4  
Sidney B. Kahn and Bruell, of New York, defeated 
Johns and Redmond, of New Jersey, 6-2, 6-4
Finals—New York 3, Pennsylvania 0
Bruneau, of New York, defeated Morris Liebman, of 
Pennsylvania, 8-6, 6-3 
Bruell, of New York, defeated G. Allston Jenkins, of 
Pennsylvania, 6-4, 2-6, 6-2 
Kahn and Bruell, of New York, defeated C. Whitford 
McDowell and Jenkins, of Pennsylvania, 6-4, 6-2
Those who did not care to play golf or tennis had for their
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selection a variety of opportunities for entertainment. Some, 
chiefly ladies, spent the morning on a sightseeing tour by bus. In 
the afternoon a large group was conducted on a tour of Rocke­
feller Center and the National Broadcasting Company studios. 
Others participated in an impromptu bridge tournament a t the 
hotel. In the evening a group of 88 attended a special lecture a t 
Hayden Planetarium, given by Mr. Leo Mattersdorf, a member 
of the Institute and an amateur astronomer, with the assistance 
of a  trained instrument operator. Mr. M attersdorf’s discussion 
was very comprehensive, and his technical assistant, as one who 
was present described it, projected on the dome of the planeta­
rium “ everything from Hailey’s Comet to the Aurora Borealis.”
October  21st
General Session
The last general session of the celebration convened on Thurs­
day morning and was devoted to the presentation of papers 
dealing with the history of the Institute and of the profession in 
the United States. Mr. Charles F. Rittenhouse, of Boston, vice- 
president of the Institute, presided in the morning, and Mr. 
Edwin H. Wagner, of St. Louis, vice-president of the Institute, 
presided in the afternoon.
The first speaker was Norman E. Webster, chairman of the 
New York State Board of Certified Public Accountant Examin­
ers and a former vice-president of the Institute. His paper, 
entitled “ Public accountancy in the United States,” was the 
result of many months of research. He told of the gradual 
emergence of the accountancy profession from other callings, be­
ginning in the Colonial period of American history, and traced 
its development through the formation of the American Associa­
tion of Public Accountants in 1887 and the early days of tha t 
organization. In doing so, he presented much information, culled 
from original records and obscure source books, which had never 
before been made a m atter of public record. Mr. Webster an­
nounced, in the course of his remarks, th a t the surviving part­
ners of Mr. James T. Anyon, the first secretary of the American 
Association of Public Accountants, had presented to the Institute 
the original minutes and other records of the organization 
covering the period of its formation during 1886 and 1887.
After Mr. Webster had spoken, Mr. Rittenhouse called a tten­
tion to the fact tha t five former presidents of the old Association 
are still living and mentioned their names—Messrs. Frank
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Broaker, of New York (1896-1897); W. Sanders Davies, of New 
York (1897-1898); Leonard H. Conant, of New York (1899- 
1901); Ferdinand W. Lafrentz, of New York (1901-1903); J. 
Porter Joplin, of Chicago (1914-1916); and Robert H. M ont­
gomery, of New York (1912-1914). He called upon Mr. Lafrentz, 
president from 1901 to 1903, to say a few words. Mr. Lafrentz 
b riefly recalled his experiences in accountancy before the turn of 
the century and the early problems of the profession.
The chairman then announced tha t a $500 prize would be 
presented to Mr. Gilbert R. Byrne, winner of the fiftieth-anni­
versary contest for the best essay in answer to the question, “ To 
what extent can the practice of accounting be reduced to rules 
and standards?” Mr. Rodney F. Starkey, chairman of the 
special committee which supervised the contest, introduced Mr. 
Byrne and presented the prize, recalling tha t his essay had been 
the subject of discussion a t one of the round-table groups on 
Tuesday. Mr. Starkey also announced tha t the essays submitted 
by Messrs. William D. Cranstoun, of New York, and Howard C. 
Greer, of Chicago, had received honorable mention.
The next speaker was Mr. Norman L. McLaren, of San 
Francisco. His paper, entitled “ The relationship between ac­
counting and taxation in the United States,” was an outspoken 
discussion of the problems which the methods of taxation 
adopted by the Federal Government have caused in business 
and accounting practice. In introducing his subject, Mr. Mc­
Laren drew a striking comparison of accounting methods fol­
lowed before the income tax became a factor and the methods 
followed today. The enactment of the tax laws of 1913 and 1917, 
he said, was largely responsible for the elevation of the public 
accountant to the professional status which he enjoys today. In 
closing, Mr. McLaren called attention to the duty of public 
accountants to protect their clients to the best of their ability 
against the imposition of a tax burden in excess of the minimum 
amount prescribed by law.
After Mr. McLaren had spoken, Mr. Rittenhouse pointed out 
the presence of Dr. Henry Rand Hatfield, of the University of 
California, whom he described as a man “ who has made an out­
standing contribution during his entire life to the profession of 
accountancy,” and introduced him, asking th a t he say a few 
words. Dr. Hatfield referred to the great debt which he consid­
ered he owed to the accounting profession and commented 
briefly upon Mr. McLaren’s paper. Mr. Rittenhouse also pre­
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sented Mr. Harvey S. Chase, of Boston, who told of the found­
ing of the Massachusetts Society of Certified Public Accountants 
by a small group of which he was a member.
The meeting then recessed to reconvene in the afternoon.
After luncheon the meeting was called to order by Colonel 
Montgomery. He introduced Mr. Carman G. Blough, chief ac­
countant of the Securities and Exchange Commission and a 
member of the Institute, and Mr. Blough addressed a few words 
to the audience. Mr. W. Sanders Davies, first president of the 
American Institute of Accountants upon its reorganization in 
1916, also was introduced and spoke briefly. Colonel M ont­
gomery then turned the meeting over to Mr. Wagner who 
introduced Mr. Andrew Stewart, of New York, a member of the 
Institute’s special committee on cooperation with the Securities 
and Exchange Commission. Mr. Stewart read a paper entitled 
“ A history of the relations between the accounting profession 
and regulatory bodies in the United States.” He recalled th a t 
regulation of business by the Federal Government really began 
with the passage of the first act creating the Interstate Com­
merce Commission in 1887. He analyzed the effect which the 
activities of various government authorities during the years had 
exercised upon the development of accounting practices. Chief 
attention was given to the activities of government in recent 
years and especially to the influence of the Securities and Ex­
change Commission. Mr. Stewart said tha t accountants acclaim 
the assistance received from the S.E.C. in carrying out the high­
est ideals of the profession.
After Mr. Stewart’s address the meeting adjourned.
Entertainment
About 60 of the ladies and a few men availed themselves of the 
arrangements which had been made for a trip by bus to West 
Point, including luncheon a t Bear Mountain Inn. The party 
traveled up the east side of the Hudson River through Yonkers, 
Dobbs Ferry, Irvington and Tarrytown—a country reminiscent 
of Washington Irving’s tales and Revolutionary events—until 
Bear Mountain bridge was reached. There a stop was made for 
luncheon and to provide an opportunity for taking pictures of 
the spectacular Palisades and the Hudson River valley. The 
party then proceeded to the United States Military Reservation 
a t West Point. The return trip was via the west shore of the 
Hudson River, through country of great historical interest, to
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George Washington bridge and across the bridge to New York 
and the Waldorf-Astoria.
Those who did not go on the trip to West Point made a “ be­
hind the scenes” tour of the Waldorf-Astoria, or went in small 
groups to museums, matinees and local points of interest.
Banquet
The annual banquet on Thursday evening was the climax of 
the celebration. I t  was an occasion of unsurpassed brilliance, 
made doubly significant by the presence of honored guests from 
related professions and fields of business and many distinguished 
leaders of the accountancy profession in other lands. Mr. Clem W. 
Collins, nominee for president of the Institute, presided as toast­
master. The principal speaker, Mr. Charles R. Gay, president of 
the New York Stock Exchange, was introduced by Mr. George
0 . May, of New York.
Mr. Gay’s address, on the subject of “ Security markets and 
business progress,” was one of great interest not only to ac­
countants but to the whole business world. He spoke of the close 
relations tha t have existed for many years between the New 
York Stock Exchange and the accountancy profession and 
described their joint efforts to improve the method of financial 
reporting by listed companies. Mr. Gay reviewed the develop­
ment of securities markets and discussed some of the problems 
with which they are faced today, dwelling upon their usefulness 
in directing the flow of capital into new corporate enterprises. 
Mr. Gay’s remarks were broadcast by radio station WMCA.
Colonel Montgomery, as retiring president, spoke briefly, ex­
pressing his wishes for continued progress of the Institute and 
asking tha t the new administration be given as full support by 
the membership as his own had received.
Later in the evening the toastmaster introduced Mr. H. L. H. 
Hill, senior past president of the Institute of Chartered Account­
ants in England and Wales, who expressed his gratification, as a 
guest from another land, a t the hospitality and kindliness with 
which he and his friends had been received by members of the 
Institute.
O c t o b e r  22nd
General Session
At a session on Friday morning, the Institute completed its 
regular business. The following were elected officers for the year 
1937-1938:
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President—Clem W. Collins, Colorado.
Vice-presidents—William C. Heaton, New Jersey, and Anson 
Herrick, California.
Treasurer—Arthur W. Teele, New York.
Auditors—Fred L. Main, New York, and J. S. Seidman, 
New York.
The council of the Institute met in executive session during 
the afternoon. Mr. John L. Carey was re-elected secretary and 
other business was transacted. Upon adjournment, the last event 
of the celebration proper had come to a close.
Entertainment
On Friday morning 14 of the visitors went by bus to Newark 
airport whence they made an airplane flight over the Metropoli­
tan area of New York. The plane was aloft for more than 45 
minutes and circled over M anhattan Island and nearby parts of 
New Jersey, Brooklyn and Long Island, going out over the 
Atlantic along Rockaway Beach.
About 150 persons remained to accept an invitation by Co­
lumbia University to have tea a t the college of accountancy and 
inspect the offices and accounting rooms and laboratories. There 
was an exhibit of old accounting books of the Montgomery col­
lection which were of special interest to those who had heard the 
historical papers presented a t the general session on the previous 
day. Catalogs of the collection had been distributed during the 
preceding days of the meeting.
Approximately 750 tickets to radio broadcasts a t New York 
studios were distributed by the committee on arrangements 
during the week.
O C T O B E R  19, 1 9 3 7  
F I R S T  G E N E R A L  S E S S I O N
Grand Ballroom, The Waldorf-Astoria
M e s s a g e s  o f  C o n g r a t u l a t i o n  
W e l c o m e  a n d  R e s p o n s e s  
T h e  P r e s i d e n t i a l  A d d r e s s  
A d d r e s s  b y  M r . R a y m o n d  M o l e y
Messages of Congratulation
At  t h e  first general session of the celebration, held on October 
  19th in the grand ballroom of the Waldorf-Astoria, Presi­
dent Montgomery asked the secretary to present messages of 
congratulation which had been received from various organiza­
tions and individuals throughout the world. Following is the text 
of these messages:
T h e  P r e s id e n t  o f  t h e  U n it e d  S t a tes
To the President of the American Institute of Accountants:
A public accountant has one of the most responsible and 
trusted positions in the world. When he examines the books of a 
corporation he not only looks for errors on the part of the book­
keepers but he must also disclose whether the management it­
self, by accident or intention, is deceiving the stockholders and 
creditors with false reports.
A good system of accounting, by indicating weaknesses in the 
structure of the business, may save thousands of dollars to in­
vestors and may even save the business itself. The development 
of natural resources, the exploitation of new fields of commerce, 
the increase of population, keener competition, higher standards 
of living and greater complexities of modern business, and in­
numerable other influences which are reflected in the industrial 
life of today, have brought about a condition where an effective 
accounting system is as essential to the continued life of a busi­
ness as production and distribution.
The same considerations which make accounting of such para­
mount importance in private enterprise have equal force in their 
relation to public business. The business of government is surely 
the most important business in the world. For its proper dispatch 
it is absolutely essential tha t there shall be a microscopic scrutiny 
of all government accounts not only to prevent irregularities and 
dishonesty but as a guarantee tha t the will and intent of the 
Congress—the sole appropriating power—shall be carried out in 
all disbursements of public funds.
Laws relating to corporations; income taxes; the growing ap­
preciation of banks of the value of the certificate of the certified 
public accountant when attached to a borrower’s statement of 
financial condition; the demand for skilled accountants in public- 
utilities work and many other lines of endeavor have tremen­
dously increased the opportunities of the accounting profession 
in recent years.
I trust, therefore, tha t the approaching observance of the 
fiftieth anniversary of the organization of the American Insti­
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tu te of Accountants will give new emphasis to the importance of 
strict accounting in both private activity and in the discharge of 
the public business. Please extend to all who participate my 
hearty greetings and cordial good wishes.
Very sincerely yours,
F r a n k l in  D. R o o se v e l t .
The White House 
October 12, 1937
T h e  In s t it u t e  o f  C h a r t e r e d  A c c o u n ta n ts  i n  E n g l a n d  
a n d  W a l e s  
A Radiogram
President and council Institute of Chartered Accountants in 
England and Wales tender sincere congratulations to president, 
council and members of American Institute of Accountants on 
occasion of fiftieth anniversary of founding of tha t Institute. 
They wish American Institute continued prosperity and are 
happy to be represented a t celebrations by official delegation.
T h e  S o c iety  o f  I n c o r po r a t e d  A c c o u n t a n t s  a n d  A u d it o r s  
(London) 
A Resolution
The president and council of the Society of Incorporated Ac­
countants and Auditors tender to the president and members of 
the American Institute of Accountants their cordial congratula­
tions upon the attainm ent of the fiftieth anniversary of the 
foundation of the American Institute.
The Society is appreciative of the contribution made by the 
American Institute to the development of the accountancy pro­
fession as a  whole and particularly in the United States of 
America. The council of the Society has been happy to enjoy the 
friendship of the American Institute of Accountants throughout 
its history and extends greetings to the members of tha t Institute 
and best wishes for its continued prosperity.
T h e  C o m m o nw ealth  I n s t it u t e  o f  A c c o u n ta n ts  (Australia)
A Cablegram
Commonwealth Institute of Accountants, which also cele­
brated fiftieth anniversary this year, sends heartiest greetings 
and congratulations American Institute of Accountants and sin­
cerest wishes continued progress of profession in America.
T r e u h a n d v e r b a n d  (Institute of Accountants—Germany)
A Radiogram
Congratulations upon fiftieth anniversary and best wishes for 
the future.
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T h e  J a p a n  A sso c ia tio n  o f  C e r t if ie d  A u d it o r s  
a n d  A c c o u n ta n ts
On the occasion of the fiftieth anniversary celebration, we, 
the members of the Nippon Kensa Keirishi Kai (the Japan Asso­
ciation of Certified Auditors and Accountants), have the honor 
to express our hearty congratulations upon the great success of 
your Institute during these fifty years.
T h e  C o r po r a t io n  o f  A c c o u n ta n ts  (Glasgow, Scotland) 
Address of Appreciation
To the president, council and members of the American Insti­
tute of Accountants, New York city, on the occasion of their 
fiftieth anniversary celebrations, October, 1937, greetings.
We the president, council and members of the Corporation of 
Accountants extend to you our heartiest congratulations on a t­
taining your jubilee year, 1937.
We respectfully express the hope tha t the expectations of your 
founders have been fully achieved and tha t the high ideals which 
actuated the pioneers of the accountancy profession in the United 
States of America in years gone by have been an inspiration to all 
entering the profession.
The long and useful service given by the American Institute of 
Accountants in the United States of America must be a source of 
satisfaction to your members whose spirit of public service, 
integrity and efficiency, has engraved the name of “ certified pub­
lic accountant” for all time on the history of trade and com­
merce in your great country.
Great as have been your successes in the past fifty years, we 
confidently predict even greater achievements in the years to 
come.
With cordial expression of fraternal good wishes and sincere 
congratulations, these presents have been sealed with the seal of 
the Corporation of Accountants and signed by the president, 
immediate past president and secretary, this thirtieth day of 
September, 1937.
W illia m  J a c k so n , President 
T . H e r b e r t  H u g h e s , Past President 
J. S t ir l in g  B r o w n , Secretary
T h e  L o n d o n  A sso c ia tio n  o f  C e r t if ie d  A c c o u n ta n ts  
A Resolution
The president and council of the London Association of Certi­
fied Accountants send to the president, council and members of 
the American Institute of Accountants their greetings, and cor­
dially congratulate the Institute upon the attainm ent of the 
fiftieth anniversary of its foundation.
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The London Association recognizes the important and valuable 
part which the American Institute has played in the work and 
development of the profession in the United States, and also the 
beneficial influence which it has had upon the profession beyond 
its own territory. In wishing the American Institute prosperity 
in the future, the council of the Association expresses the hope 
th a t the cordial and happy relations which have hitherto existed 
between the two bodies may be continued and furthered as they 
both progress.
T h e  I n s t it u t e  o f  C h a r t e r e d  A c c o u n t a n t s  of  O n t a r io
On behalf of the Institute of Chartered Accountants of On­
tario, may I extend our sincere congratulations to the American 
Institute of Accountants on the occasion of its fiftieth anniver­
sary celebration and heartiest good wishes for the success of 
your anniversary meetings.
The members of our Institute have always been keenly inter­
ested in developing the highest standards of practice and are well 
aware of the great contribution in this regard tha t has been 
rendered to our mutual profession by the American Institute of 
Accountants.
May I also express our sincere appreciation of the very cordial 
relations tha t exist between your Institute and ours. From time 
to time we have been honored by visits from your prominent 
members and to us, on many occasions, has been granted the 
opportunity of enjoying the hospitality and good fellowship of 
your annual meetings.
A . R. S h e p a r d , President
T h e  In s t it u t e  o f  C h a r t e r e d  A c c o u n t a n t s  o f  M a n it o b a
The council of the Institute of Chartered Accountants of 
Manitoba a t a meeting today instructed me on its behalf to offer 
heartiest congratulations to the American Institute of Account­
ants on the attainm ent of its fiftieth anniversary, and on the 
progress in accountancy made by them during the past half- 
century.
The council further desires me to offer its very best wishes for 
the continued progress and usefulness of the profession in the 
United States.
F r e d  C. G il b e r t , Secretary
T h e  P e n n s y l v a n ia  I n st it u t e  o f  C e r t if ie d  P u b l ic  
A c c o u n ta n ts
The Pennsylvania Institute of Certified Public Accountants 
greets the American Institute of Accountants on this fiftieth 
anniversary.
MESSAGES OF CONGRATULATION 59
We are mindful of its past accomplishments for the formation 
and healthy growth of our profession; we are confident tha t its 
contributions in the coming fifty years will be of equal moment 
to its historian a t the centenary celebration.
May th a t pioneering spirit, so marked a characteristic of its 
founders, be an inheritance of each generation of their succes­
sors, so tha t the American Institute may continue to lead the 
profession of accountancy to the forefront of those best serving 
the public interest.
J o h n  C. P a r r y , J r ., President
L ord  P l e n d e r  
A radiogram
To President Montgomery
I desire to convey to the members and delegates present a t the 
congress which opens today under your distinguished presidency 
my sincerest wishes for its success and my regret in not being 
able to be with you. I t is an auspicious event in which public 
accountants the world over are greatly interested and who re­
joice in the progress made and the achievements accomplished 
of your Institute. Long may its good work continue, is my sure 
hope.
T h e  H o n o r a b l e  R. C. S t a n f o r d , Governor of Arizona 
T o  President Montgomery
As Governor of Arizona, I wish to congratulate you and the 
members of the American Institute of Accountants on your fif­
tieth anniversary. I am sure tha t an organization tha t has 
reached such a goal in American business should be sincerely 
congratulated.
Through Mr. Hugh T. Cuthbert, of Phoenix, I wish to extend 
the greetings of the people of Arizona and of myself to the con­
vention. I hope tha t future years will permit the continued suc­
cess of the American Institute of Accountants.
M r . E m il  S. F is c h e r  (Tientsin, China)
Heartiest wishes fiftieth anniversary with continued success 
future. Greetings to board and assembly from member.
M r . A r t h u r  W o lff  (L os A n geles)
Greetings to all. Unable to be present a t golden jubilee. Still 
answer roll call after thirty-two years of active membership.
Welcome and Responses
As c h a ir m a n  of the executive committee which had made ar­
rangements for the celebration, Mr. P. W. R. Glover, of 
New York, spoke at the first general session on October 19th ex­
tending a welcome to the members of the Institute and their 
guests, particularly to those who had come from overseas. The 
Honorable Grover A. Whalen, president of the New York 
World’s Fair 1939, also made an address of welcome on behalf 
of the city of New York. Following are these addresses and the 
responses made by foreign guests:
ADDRESSES OF WELCOME
M r . P. W. R. G l o v e r , on behalf of the American Institute 
of Accountants 
I have been asked by the committee charged with the re­
sponsibility of arranging this meeting to speak to you for a few 
moments a t this, the formal inception of the celebrations mark­
ing the fiftieth anniversary of the founding of the American 
Institute of Accountants and on such an occasion it may not be 
out of place to outline very briefly the organization leading up to 
the establishment of the Institute as we know it today.
On the twenty-second day of December, 1886, a small group 
of public accountants met in New York city. They were men im­
bued with the high aspirations of their calling and with a certain 
knowledge tha t in order to develop their profession, generally 
unknown in the United States a t th a t time, it was necessary to 
combine their forces in the form of a society or guild. After many 
meetings during a period of approximately eight months, the 
labors of this group of pioneers, whom we esteem and honor to­
day, were rewarded when, on August 20, 1887, the American 
Association of Public Accountants was incorporated. During 
the next thirty  years the Association represented the profession 
of public accountancy nationally in this country and was suc­
ceeded on September 19, 1916, by the American Institute of 
Accountants. Throughout the period of fifty years from 1886 to 
1936, other organizations of public accountants were formed, 
continued for a time, and died or were merged with the Institute 
or its predecessor. The most important of these was the American 
Society of Certified Public Accountants, formed in 1921 by a 
group of members of the Institute who strongly disagreed a t tha t 
time with certain of its policies. This Society’s existence was un­
doubtedly justified, as its policies were approved by a large num­
ber of certified public accountants. Its membership grew in
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numbers to the point where publicly it was increasingly clear 
that the profession was divided, so that, in its contacts with pub­
lic bodies, it was almost impossible to present a united front. 
During the last fifteen years several unsuccessful efforts were 
made to unite the Institute and the Society. However, within the 
last three years a further attem pt was launched, and by the end 
of 1936 a merger was effected.
So, to me, this is a t once a solemn and a joyous occasion. A 
great and united profession in a great nation has come of age. 
While a  man attains majority a t 21, a profession cannot be said 
to have reached m aturity until it has a record of a half-century 
behind it. And as American accountancy has matured, we may 
take pride in the fact tha t it has put away childish things and is 
not preoccupied with trifles. Though still young and very vigor­
ous, it has already achieved the respect of the public and the 
government, and is universally regarded as a  calling of great 
promise. I t  is composed of a group of men who take their obli­
gations and their opportunities seriously, who mean business 
and who will make their mark.
But it is not my duty here to dwell upon our history, nor our 
attainments. I am here to welcome you, which I do from the 
bottom of my heart, to this—the greatest meeting of certified 
public accountants up to this time. I have no doubt tha t it will 
be the forerunner of even greater gatherings.
Almost every state and territory of the United States is repre­
sented in this room. Again, we are signally honored by the pres­
ence of representatives of eighteen foreign societies of profes­
sional accountants, and we shall remember with most friendly 
feelings the compliment they have paid us in travelling so far to 
join us in our jubilee.
In a little while we shall introduce to you these fellow practi­
tioners from other nations—all friends of ours and, most happily, 
their countries also on terms of friendship with our country. 
But we shall want them to speak to us, and in order tha t there 
may be no limit on their time, we ask permission to keep you in 
suspense until after our guest speaker for this morning has ad­
dressed us. He must catch a train soon after his address and he 
has asked to be scheduled promptly a t 10:30.
Our committee has been highly sensible of its obligation to 
arrange a fitting program for you and for our guests. During this 
week you will have an opportunity to learn something of the 
history of accountancy in this country and its relations with 
business and government. There will be technical discussions of a 
high order. Men prominent in public affairs will speak to us, and 
here and there you may snatch a few moments of sport, relaxa­
tion and other pleasures. Quite a  few moments, in fact. If you
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wish it, we shall help you inspect some of the interesting parts of 
this curious city—-this amazing, sometimes appalling, but al­
ways exciting city of New York.
We sincerely hope tha t you will like all of it.
T h e  H o n o r a b le  G r o v e r  A. W h a le n
I t is a great privilege for me to come before you this morning 
on this very interesting occasion. We just listened to some gra­
cious words and fine solid thinking of Raymond Moley,* and I am 
sure tha t all of us will take it home with us and turn it over in our 
minds, because we are all conscious of the important things tha t 
he discussed in his paper, but of course if Raymond were here, I 
would tell him th a t all of these answers were going to be found in 
the world of tomorrow which we are building now, and tha t we 
will shortly be able to solve all the problems now besetting us.
To say “ Good morning” to you on this rather dreary day 
when our newspapers are not a t all cheerful or sunny, is quite a 
task, but realizing the great contribution th a t you gentlemen are 
constantly making to our present-day business life and the fine 
guides you are to the great business of the United States, it makes 
me feel somewhat a t home and happy in the occasion to find so 
many of you here in New York to help solve the problems of your 
great organization. As a m atter of fact, the reason for the organ­
ization of the New York World’s Fair Corporation was one 
purely of a business motive. We wanted the world to know New 
York as it really is, tha t it is a great business empire, with the 
greatest heart tha t any business could have.
New York city so often is regarded as a cold, indifferent insti­
tution th a t some of our fellow citizens throughout the United 
States fail to appreciate its worth, but we want you to know, 
those of you who come from outside of New York, tha t we have 
the warmest heart tha t can be found in any city in the world, 
and in 1939, when we shall have the nations of the world in New 
York city, together with all the industrial and business interests 
represented in the World’s Fair, we hope to be able to deliver a 
message of not only hospitality to our foreign visitors, to our 
South American and Central American visitors, but also to our 
own people throughout the United States. We want you to come 
here and see what we have builded for what we are pleased to 
call the World of Tomorrow.
I would like you to know tha t this exposition which we shall 
have here in ’39 is being built in the interest of the business of 
the United States. We hope to show the interdependence of all 
business, one upon the other, the interdependence of communi­
ties, the relationship between Government and business. We are
* See page 93.
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particularly going to stress the fact tha t this country has been 
made great and has been builded strong because of the great 
individual efforts put forth by the best business brains tha t can 
be found in the world. When we look around the world for those 
brains we find them in the United States. We find here also a 
spirit of initiative which we never distrust, and we always will 
hope tha t no m atter what the social or economic changes may be 
in our Government, tha t th a t great initiative shall always be 
found in the American business soul. Otherwise, we couldn’t  
contemplate in 1939 a one-hundred-and-fifty-million-dollar 
project such as we are developing, and the money th a t is being 
used for this great project comes from the American industrialists 
and business men. The Government of the United States, the 
state of New York and the city of New York are participating 
only as exhibitors and supplying some of the money for the basic 
improvements of the sites, the roads, and some of the bridges. 
But, a t least one hundred million dollars, or more, of the money 
that will be put into the New York World’s Fair of 1939 will 
come from the coffers of the business and industrial firms 
throughout the United States, and we wish to say to you now 
that your convention in 1939 could find no better place to meet 
than the city of New York. Although we expect fifty million 
people to come and visit us, I am quite sure tha t your great in­
fluence in the city of New York would be of such a character tha t 
the rooms tha t may be a t a premium would be a t your disposal 
as they are today.
I wish to thank you for this opportunity of coming here, par­
ticularly Colonel Montgomery, for allowing me to come today to 
say “ How do you d o ” to you and to wish you success in your 
important deliberations.
RESPONSES
M r . E. v a n  D ie n —Representing the Nederlandsch Instituut 
van Accountants
This is the third conference of American accountants I have 
had the pleasure and the honor to address. The first was in 1904 
in St. Louis, during the World’s Fair. There were some others 
present a t tha t time in St. Louis, and I am told by your secretary 
eleven of these are still here today. I am most happy to call their 
names: Mr. Harvey S. Chase, Mr. J. B. Goodwin, Mr. David L. 
Grey, Mr. E. G. H. Kessler, Mr. William M. Lybrand, Mr. 
George O. May, Mr. Robert H. Montgomery, Mr. John B. 
Niven, Mr. Joseph M. Pugh, Mr. Ernest Reckitt and Mr. W alter 
A. Staub.
Well, I hope, ladies and gentlemen, tha t I may meet these 
gentlemen again a t the hundredth anniversary of the Institute
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of Certified Public Accountants, and if it isn’t  here, it may be we 
will meet in heaven together.
Ladies and gentlemen, in all these conferences I had the honor 
to represent my country and its Society, the Nederlandsch 
Instituut van Accountants, and today I bring the congratulations 
of all the accountants of the Society, being a Society of about 
2,000 members, of whom 700 are fully qualified. I bring these 
greetings and the best wishes for the prosperity of the profession 
in the United States, and I may add tha t from what I see and 
from what I learn and from what I read of your publications, 
your several monthly and quarterly papers, I am sure the 
American Institute of Accountants is one of the leading societies 
and one of the societies tha t give direction to the profession in the 
right way.
This is an anniversary, and as I recall, anniversaries call for 
gifts, and I want to give a present to the American Institute of 
Accountants. This is a souvenir th a t I received in 1904 a t St. 
Louis with my dessert, and the finest dinner I ever had in my 
life, a t the Delmonico. I t  is a small bale of cotton. For thirty- 
three years I have had this on my desk before me. I never lost 
sight of it, and I protected it against the charwoman who wanted 
to clean it. I want to present this souvenir to the American In­
stitute of Accountants on its fiftieth anniversary. I hope you will 
accept it, and will keep it as a  souvenir from a good friend.
M r . W a l t e r  H olm an—Representing the Society of Incorporated 
Accountants and Auditors, of London
Mr. President, ladies and gentlemen, I am commissioned by 
my council to express on behalf of all our members our very 
hearty congratulations to the Institute of Certified Public Ac­
countants on the attainm ent of its fiftieth birthday. My own 
Society reached its fiftieth birthday two years ago, and i t  is, 
therefore, in the spirit of an elder brother, even if not in the ap­
pearance of one, tha t I express to your president our good wishes 
on this very auspicious occasion.
I desire also to express our very grateful thanks for the invita­
tion you have extended to us to participate in your celebrations, 
and if I may for a moment speak as a human being, I would like 
to say how greatly I personally am thrilled a t the opportunity 
which this has afforded me of paying my first visit to your won­
derful city and country.
My Society has many links with your country. We can never 
forget th a t our headquarters on the embankment were built by 
an American, and the fact tha t we have changed the name from 
Astor House to Incorporated Accountants Hall does not blind 
us to the fact tha t we owe to one of your citizens the priceless
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example of architectural beauty which we are privileged now to 
possess.
We are linked, also, with your country by the fact tha t our 
organization is world-wide, and we have members belonging to 
our Society practising and working in this country and in all 
States of this country, as well as in all other countries of the 
world, and th a t gives us an added interest in our professional 
brethren in this country.
I would like to extend my thanks, also, if I may, to  the mem­
bers of the New York State Society of Certified Public Account­
ants for extending to us the invitation to attend their sessions 
yesterday, and I want in particular to refer to the remarkable 
session which you held here yesterday afternoon. W hether tha t 
performance of Mr. LaRose be regarded as a  feat of great physi­
cal endurance, and a great feat of physical endurance also on the 
part of the audience, or whether it be regarded as an extraordi­
nary example of complete mastery of a  difficult technical sub­
ject, th a t session yesterday afternoon will long remain with me 
as one of the most remarkable performances to which I have ever 
had the privilege of listening.
I would like, also, to extend our greetings to your president. 
He is a  familiar figure in London. So much a t home does he feel 
there th a t he did not hesitate in our own Guild Hall to  tell us tha t 
we Englishmen wear too many clothes. We accepted his remark 
in the spirit in which it was given. I am thankful to say th a t he 
did not extend his remarks to the ladies. I t  would not have been 
considered courteous, and in any case it would not have been 
true. But I would like to thank him for the address he has given 
to us this morning. I t would be out of place a t this time to a t­
tempt to discuss the points which he raised, but I would like him 
to know I appreciated it, and how completely I find myself 
in agreement with many of his points, and th a t being so, 
perhaps you will allow me to summarize my appreciation and 
thanks by paraphrasing, if it is not a sin in this audience to 
paraphrase, by expressing a wish tha t government of the pro­
fession, by the profession, for the public, may not perish from 
the earth.
P r o fe sso r  W illia m  A n n a n —Representing the Society of Ac­
countants in Edinburgh
Mr. President, ladies and gentlemen, being an accountant, of a 
kind, I am much more accustomed to  speak in figures than figure 
in speeches, and I feel very much out of place today in being 
classed among the foreign representatives, because since I came 
to your country a  month or more ago, I find it very difficult to 
treat myself as a foreigner. The only indication I have had of it is
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th a t I see you use the word “ Scotch” as a noun very often, 
whereas we use it as an adjective.
First of all, I want to thank the president and Mr. Glover and 
his committee for the cordial invitation which I received per­
sonally so many months ago, and also on behalf of the Society 
which I represent, the Society of Accountants in Edinburgh, for 
the invitation to come to this great gathering on this most 
auspicious occasion.
Mr. Carter has dealt fully with some differences between the 
methods of the profession here and those in England. I am not 
going to take up much of your time with some of the differences 
tha t we have in tha t little place called Scotland. But I would 
like to say this, th a t it has been my duty for the last ten years or 
so to try  to teach accountants the elements of their profession, 
and tha t means tha t every person, before he becomes a chartered 
accountant, and a member of our Society, must attend classes 
a t the University. So there is a  close connection between the 
University and the profession in our country.
Some indication has been given in the speeches today of a 
close connection also between the legal profession and the ac­
counting profession. We in Edinburgh, and Scotland, have tha t 
brought home to us very closely. In fact, there is sometimes a 
great deal of discussion as to which is the more ancient profes­
sion, the accountants or the legal profession. When that arises, 
I always argue tha t the accounting profession is much more an­
cient than the legal profession. The legal profession can go back 
to the time of Moses, but we go back to the time of Noah, be­
cause he was the first to put 2 and 2 together. However th a t may 
be, we work very closely with the legal profession in Scotland, 
and I think it is good for both sides to do so. We try  to leave 
legal work for the lawyers, and get them to leave accounting 
work for the accountants.
I should like to say tha t I consider it would have been worth 
my while to come here today if only for the purpose of hearing 
your president's address. I thoroughly agree with the sentiments 
th a t he has so admirably expressed.
I sometimes, for my own benefit and for the purpose of passing 
on the benefit to my students, read your accounting magazines, 
and I find them most instructive. There are two things tha t 
stand out in my mind tha t I read recently, and if you haven’t 
read them yourselves, I think you should read them, because I 
think they help us to get away from what I consider a fault in 
the profession, namely, over-elaboration in accounts.
I think we must get back to simplicity. I find tha t necessary in 
teaching students. Get the accounting method as simply as pos­
sible before your clients, and don’t  let us go in for too much
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elaboration. Read the article by Mr. May in a recent magazine, 
I think under the heading of “ Eating peas with a  knife,” and 
you will see what I mean.
Another thing tha t I agree most heartily with the president 
about, he asked for a continuation of members on committees so 
that the profession may have the benefit of their advice. We in 
our country are going a little further than that. In addition to 
having continuation of personnel on committees, we have 
started what is called a research organization, research in ac­
counting. I feel tha t there is a good field for that. We haven’t  had 
time to sit back. You people in this country have been so busy 
extending th a t you haven’t  had time to sit back and think. We 
in the old country have had a longer time a t it, and we are feeling 
the necessity of sitting back and thinking.
We have an organization called the research organization, and 
we are hoping from that organization to produce papers, and so 
help the professions a t large in our own country and throughout 
the world to make even more progress than it has up to now.
I think it is most appropriate tha t your fiftieth anniversary 
should coincide with the sesquicentennial of your great Consti­
tution in this country. You are really one-third as old as your 
own Constitution. I think you deserve all the congratulations 
that we can shower upon you for the great progress tha t you have 
made in these fifty years, and like the other speakers who have 
been before you, I can only hope personally, and I am sure it is 
the wish of my Society, which, by the way, celebrated its fiftieth 
anniversary away back in 1904, tha t you in the next fifty years 
will progress as you have done in the past, and th a t all good 
things will come to the accounting profession in America.
I thank you.
M r . M a t t h e w  M itc h ell—Representing the Institute of Ac­
countants and Actuaries in Glasgow
Mr. President, ladies and gentlemen, I was very much gratified 
to see in your Institute magazine recently tha t guests were a t 
liberty to be very brief in their reply, and I dare say you will 
agree with me tha t the best thing th a t I can do under the cir­
cumstances is to associate myself with the remarks which have 
been made by those gentlemen who have spoken before me. 
With those remarks I very cordially associate myself.
I would like, in addition, to say th a t on behalf of the Glasgow 
Institute of Accountants and Actuaries, of which I have the 
honor to be president—why, I don’t  know—I would like to con­
vey to you the felicitations and congratulations on the attain­
ment of your jubilee in America. I was also asked to convey to 
you the feeling and desire tha t the progress which you have made
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in these last fifty years may be continued and probably improved.
I saw recently in one of our English papers tha t the chief 
exports in Scotland were accountants, Scotch whiskey, and bank 
managers. I have no doubt a t all in my mind tha t the writer set 
these exports out in the order of quality. In any case, I have 
found since I came over to this country tha t Scottish account­
ants are very desirous of upholding the traditions of Scottish 
accountants, whose reputation I believe is recognized all over 
the world.
A friend of mine recently attended a function similar to this in 
Vienna. He told me a man who sat beside him made a remark to 
him which he thought was very much to the point; namely, th a t 
the greatest pleasure he had in life was to be a guest, not neces­
sarily because of the entertainment provided for him, but be­
cause he was thought worthy of being invited.
These, ladies and gentlemen, are pretty much my own feelings 
in the m atter, and I cannot thank you sufficiently for the great 
hospitality which you have bestowed upon me, and I am sure upon 
the other overseas representatives.
I shall always remember my visit to your country as long as I 
live. May I quote four lines written long ago by the poet Burns, 
whose birthplace is within a few miles of my own, with one alter­
ation in the quotation:
When death’s dark stream I ferry o’er,
(A time that surely shall come),
In Heaven itself I’ll ask no more,
Than just a Yankee welcome.
M r . G a b r ie l  B rock—President of the Institute of Chartered 
Accountants in Ireland
Mr. President, ladies and gentlemen, I bring to you a message 
from the Institute of Chartered Accountants in Ireland. I t is as 
follows: “ Your fellow-members and colleagues on the council of 
the Institute of Chartered Accountants in Ireland desire you as 
president to convey their greetings and congratulations to the 
members of the American Institute a t their jubilee celebration 
today and to express the hope tha t the future of the Institute 
may be as distinguished as its past.”
When my council received the very kind invitation of your 
Institute to be represented here, we felt very highly honored in­
deed, and we were equally pleased tha t one of its members, 
myself, to wit, could attend here and convey this message to 
you in person.
I had the privilege and pleasure of being here in 1929, and I 
remember very vividly indeed the extraordinarily delightful way 
in which you entertained the guests from abroad. Well do I re­
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member the dignity with which Colonel Montgomery presided 
over tha t wonderful conference, and I am personally delighted to 
see him presiding over this meeting today. I am sure tha t my 
colleagues from the other side would have listened with tremen­
dous interest to his address to you this morning. In listening to 
it, I thought the problems with which the profession was con­
fronted here were much the same as the problems with which it 
is confronted in Great Britain and Ireland.
The Institute in Ireland was born in 1888, not long after your 
own Institute. I am glad to say tha t the setting up of the separate 
governments of the Irish Free State and Northern Ireland has 
not involved any discrimination so far as the members of the 
Institute as a whole in Ireland are concerned, and the Institute, 
therefore, continues to function. I think it is one of the very few 
bodies tha t does continue to function for the whole of Ireland. 
This message which I give to you today is, therefore, from the 
whole of Ireland.
Being bom in 1888, we had the privilege of following very 
much along the lines of the older bodies in Scotland and England. 
The Institute in England, I think, was incorporated in 1884. We 
have kept in the closest possible touch with the practice of the 
profession there. We are a little bit behind in some respects, 
principally in our company alone, but we are hoping tha t the 
Irish Free State will very soon follow the precedent set up by 
Great Britain and Northern Ireland and give the profession a 
little more control.
I congratulate you on your anniversary and hope tha t the 
future of the Institute, this great consolidated body of the pro­
fession here, will be greater even than in the past, tha t this con­
solidation will unite the objects and aims of all the members, and 
that it will serve to control the operations of business here to an 
even greater extent than it has done in the past. We have been 
challenged on the other side tha t we do not lead enough, tha t we 
are led rather than lead, and I think it is to some extent a fair 
criticism.
In my home countries, if I may call them that, we have been 
handicapped, since the war, a t any rate, in having to do a lot of 
special work connected with special taxation, etc., and we have 
felt in Ireland, I know, the difficulty of sitting back and taking 
thought, as I think Professor Annan said. We have been rushed 
off our feet, we have not had time to study problems to which 
we as a profession should make a very particular contribution.
I have great pleasure in congratulating you and in thanking 
you sincerely for the welcome which you have given to me and 
the honor which you have done my Institute.
Thank you very much.
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M r . F r a n k  A. N ig h t in g a l e—President of the Dominion 
Association of Chartered Accountants
Mr. President and gentlemen, I have no set speech; perhaps 
you are very glad of that. I do feel exceptionally honored by 
being asked by the Dominion Association of Chartered Account­
ants of Canada to  convey to the members of the American 
Institute our very sincere congratulations on your fiftieth 
anniversary.
I want to endorse entirely the remarks tha t have been made, 
particularly those from the Homeland—-you see we are a dutiful 
son and, therefore, we have to endorse what our parents say, 
but I do sincerely wish to reiterate all they have said about the 
American Institute of Accountants.
When I read the program after I arrived here and realized 
th a t I was a foreigner, I became somewhat embarrassed, because 
it seems to us th a t we in Canada do not recognize tha t distinction 
of being foreigners to the United States. There is a so-called 
borderline, bu t I don’t  think many of us recognize that. Just to 
illustrate my point perhaps a little further, during the past six or 
eight weeks I traveled eight or ten thousand miles in your coun­
try, so I feel almost as much a t home here as I do in the city of 
Halifax.
I wish to make a comment about the reciprocal relations we 
have had between your Institute and the Canadian Institute. I 
recall in the past few years we have had some very able repre­
sentatives from your Institute visit our Dominion Association. I 
refer particularly to Mr. Couchman, who on two occasions, to 
my knowledge, within the past four years has addressed our 
annual meetings, and last year your worthy vice-president, Mr. 
Wagner, favored us by coming to Vancouver, and Mr. George O. 
May addressed a very, very fine meeting of accountants held in 
the city of Toronto last February.
I am just calling your attention to these facts to illustrate the 
very happy relationship tha t exists between your Institute and 
ours.
Mr. President, may I on behalf of the Dominion Association 
express to you our very sincere congratulations, and we trust in 
the forthcoming years tha t your success will be even greater than 
it has been in the past.
M r. Alfredo Chavero— President of the Institute of Certified 
Public Accountants of Mexico
The fact th a t I have been appointed by the Institute of 
Certified Public Accountants of Mexico to bring to you their 
greetings upon this memorable occasion is, indeed, a high honor 
and a motive for deep personal satisfaction.
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The group now celebrating the fiftieth anniversary of its 
foundation is one of the most solidly established on the American 
continent and, for this reason, similar institutions in other 
countries on this side of the Atlantic are always keenly interested 
in all tha t concerns the American Institute of Accountants.
In view of the foregoing, and bearing in mind the close bonds 
of friendship which exist between our two groups, it is easily 
understood th a t the Institute of Certified Public Accountants of 
Mexico could not remain unrepresented a t the celebration which 
brings us together.
My own presence here is most highly gratifying to me because, 
in addition to taking advantage of this opportunity to greet old 
friends, I shall enjoy the privilege of listening to the many in­
teresting professional topics which will be discussed on this occa­
sion.
As a representative of the Institute of Certified Public Ac­
countants of Mexico, I want to express our sincere wishes for 
the continued progress of the American Institute of Accountants. 
I thank you.
M r . M el c h io r  S chw oon—Representing the Institu t der Wirt- 
schaftsprüfer (Germany)
The Honorable Grover A. Whalen and Mr. Glover have ad­
dressed and welcomed us with words so sincere and eloquent 
tha t it is not easy for me to reciprocate their kindness in terms 
adequately expressing our deep-felt gratitude. Yet, believe me, it 
is my most ardent desire to reply in words just as cordial as 
those you used in addressing your guests.
I t is my special task to speak in the name of our German 
accountancy profession.
Above all, I have the honor and privilege in the name of the 
president, Dr. Monckmeier, and on behalf of the Institut der 
W irtschaftsprüfer, Berlin, an institution which comprises all 
German accountants, to bring your president, Mr. Montgomery, 
and the American Institute of Accountants our greetings and 
most cordial congratulations for the fiftieth anniversary of your 
Institute, adding our best and sincerest wishes for the future 
welfare, prosperity and further successful development of your 
Institute, which ranks amongst the foremost of the whole world.
We are happy and thankful tha t you have asked us to join 
you in celebrating the fiftieth anniversary of your Institute, and 
you may rest assured th a t your request to be present a t this 
special occasion found a warm response in our hearts. In addition, 
the fact that, through the medium of your kind invitation, we 
are able to attend this festive gathering in your wonderful city 
of New York has fulfilled a desire of ours long wished-for. I am
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speaking in the name of all members of our delegation when I 
say tha t we are equally impressed by the generosity of your 
hospitality and the overwhelming magnificence of this metropo­
lis, both of which are so characteristic of the American 
spirit.
I see before me the largest gathering of accountants which has 
ever been assembled in the history of our profession. I think it is 
the finest birthday present you can wish for, to see the whole 
world of accountancy eager and joyful to be with you on a day 
of such importance for your Institute.
The world-wide reputation tha t your Institute enjoys is 
founded on mutual esteem and respect, two essential axioms of 
our profession.
May you always, regardless of any obstacles, succeed in pro­
tecting, defending and proclaiming the high ethical principles of 
our profession: confidence, discipline, reliability, integrity and 
character, and a never-failing sense of duty. May you always 
sustain these fundamental principles of international value, 
representing the highest standards to which our profession can 
strive.
These are the wishes which I have the honor to transm it to 
you in the name of the president and the Institu t der W irtschaft­
spriüfer and the members of the German delegation.
We appreciate with gratitude the great trouble you have 
taken to convene a festive gathering of such distinguished 
representatives and friends of the profession, to which we all are 
devoted so much. You have had all the work, and your guests 
have all the profit and pleasure. But you may be sure tha t we will 
carry back to our homes the most happy recollections from this 
meeting and the time we had the privilege of spending in your 
company.
May the American Institute of Accountants continue to 
flourish and ever stand before us an example of America’s 
achievement in the profession of accountancy.
M r. T h om as  G oodall—President of the London Association of 
Certified Accountants
Ladies and gentlemen: as there are many other speakers to 
follow, I am going to convey literally the request to say only a 
few words. Although my remarks will be brief, they will be none 
the less sincere.
The London Association of Certified Accountants accepted 
with great pleasure your kind invitation and desire through me 
to offer their sincere congratulations on the fiftieth anniversary 
of the foundation of your Institute.
Our delegation consists of one of our past presidents, Mr.
WELCOME AND RESPONSES 73
Biggar from Glasgow, and our secretary from London, with 
myself as president, who happens to live in the Irish Free State. 
From those three points, therefore, we have emerged on New 
York to enjoy your hospitality. Your invitation was so cordial 
tha t we braved the deep and braced ourselves to receive the 
shock of your cordial hospitality.
I, like Mr. Holman, remember your president’s remarks in 
London about our wearing too heavy clothes. I did not appreciate 
the significance of it in time, but since being here the last few 
days and having experienced the temperature of your public 
buildings, I quite appreciate what he means.
Well, Mr. President, you are celebrating your fiftieth anni­
versary. Fifty years is a  long spell in human life, and having 
attained th a t age, one looks with a certain amount of hesitation 
as to what will happen during the next span of our lives.
I feel quite certain tha t from what I know of your Institute, 
of its ideals, high aims and what we have heard in tha t wonder­
fully inspiring address of your president this morning, tha t the 
past, surrounded as it has been with difficulties in one shape or 
another, will find th a t the next fifty years will be of great finan­
cial strain, but you will be able through your experience and 
what you have gone through to meet every financial difficulty, 
every human financial problem that may come before you.
The profession of accountancy is now becoming a universal 
one, and it is, therefore, all to the good th a t these conferences 
should take place. We are enabled through them to make 
acquaintances which often ripen into friendship, and discuss 
problems together.
Our Association consists of 3,500 members, who are scattered 
all over the world. On behalf of our Association, I offer you our 
very sincere congratulations on this your fiftieth anniversary, 
and our great appreciation of your wonderful hospitality.
M r . K e n n e t h  D a lg lish—P ast President of the Society of 
Chartered Accountants of Quebec
Mr. President, ladies and gentlemen, Mr. Nightingale, I feel, 
spoke for all of us in Canada in the remarks which he made. He 
referred to the distinguished gentlemen from the old country 
as representing his parents. Mr. Nightingale is more or less my 
parent, as the Dominion Association of Chartered Accountants 
is the parent body of our various provincial societies, but I do 
most heartily concur in the sentiments expressed by both my 
grandparents and my parent.
To you, Mr. President, and the American Institute of Ac­
countants, I convey to you most sincerely the best wishes of the 
members of the Society of Chartered Accountants of the Prov­
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ince of Quebec on this occasion of your fiftieth anniversary, and 
wish you continued success in the future.
I thank you.
M r . A l f r e d  B. S h e p a r d—President of the Institute of Char­
tered Accountants of Ontario 
Ladies and gentlemen, it is my happy privilege to convey to 
you the sincere congratulations of my Institute, the Institute of 
Chartered Accountants of Ontario, and to express our very great 
appreciation for having been afforded the opportunity of par­
ticipating in your assembly here.
The profession of accountancy doesn’t  recognize the imaginary 
line tha t runs between our countries; I am very glad of that. 
Your problems are much the same as ours, or perhaps I should 
express it the other way—ours are much the same as yours. We 
are all interested in the development of the very highest stand­
ards of practice in our mutual profession, and we in Ontario 
recognize and appreciate the very great contribution, Mr. 
President, tha t your Institute has made in the solving of these 
problems and in the developing of the relationship of the account­
an t in the business and financial community. I feel tha t in the 
succeeding years the members of our profession will meet these 
problems as they arise and will solve them in just as satisfactory a 
manner as they have been solved in the past, and th a t we will 
a t least attain the objective th a t your president mentioned in his 
address, th a t the profession will stand as high in the years to 
come as it does now.
I just want to say, Mr. President, how happy we are to have 
the opportunity of being with you, and we wish you every success 
in this particular meeting and all the festivities connected with 
your fiftieth anniversary, and also the greatest success in the 
years to come.
M r . D a v id  H u m p h r ie s—Representing the Corporation of 
Accountants (Glasgow, Scotland)
Mr. Frank H. Shevit and I, as representatives of the Corpora­
tion of Accountants of Glasgow, Scotland, have pleasure in 
handing to you this letter from the president of the Corporation 
of Accountants, together with this illuminated address com­
memorative of the fiftieth anniversary of the American Institute 
of Accountants in New York city.
I t  is a  great honor, I assure you, and a high privilege to have 
been chosen as the United States representative of the Corpora­
tion of Accountants of Glasgow, Scotland, to bring to you the 
greetings and the good wishes of our members and associates
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across the sea. Our membership and students number approxi­
mately 4,500. They are spread over all the globe.
Our Society appreciates fully your splendid work: (1) in 
consolidating all the professional accountants in the United 
States of America under one banner; and (2) in binding more 
closely the accounting societies throughout the country; and (3) 
fostering a brotherly feeling among public accountants through­
out the commercial world through the agency of these interna­
tional conferences.
When th a t goal has been attained completely, the various 
societies of public accountants will have the prestige necessary 
to command the full recognition of the governing groups of busi­
ness bodies and win the complete cooperation of legislative 
bodies. Necessarily this will place full personal responsibility 
upon professional accountants, who will, I feel sure, be found 
not unworthy of such high trust.
Having acquired such prestige and cooperation, the next step 
will be to advance a world-wide standard of commercial account­
ing nomenclature, in order th a t we may have in our profession 
an international nomenclature to convey clearly and concisely 
identical thought and implications. Such a common tongue could 
prove to be of invaluable assistance in radio broadcasting to 
various countries. Furthermore, average persons then would 
understand clearly the views of men in other lands.
I t is not contended th a t such commercial language would 
displace existing national tongues; but those existing national 
tongues would have in each land identical equivalents, and these 
would serve to bring release from some of the limitations im­
posed by a multiplicity of tongues each giving its own definition 
of industrial terminology.
Meetings such as these should promote mutual trust and re­
spect, and should develop confidence tha t an accountant having 
clients in another city or state might call in fellow members in 
such localities to conduct such examinations, without the natural 
fear th a t one’s clients would in the following year be lost to him. 
This method of conducting out-of-town business would greatly 
reduce the travel and maintenance costs now paid to railroads 
and hotels, and borne by clients.
There is another thought which I wish to leave with this 
assembly for consideration. I t  relates to the accountant’s load. 
Can we not add our support to the movement for a decimal sys­
tem of weights, measures and coinage? Is this looking too far into 
the future? I t  is easy to visualize the great boon it would effect 
in the recordings incident to international industry, through its 
saving in time and clarity.
Habits, we all know, are slow to change. We may not be here to
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see the advent of these changes; but a beginning must be made, 
and we may well look forward to their gradual introduction.
In conclusion, the Corporation of Accountants of Glasgow, 
Scotland, has requested me to convey to you its sincere wishes 
for the success of the deliberations of this gathering. During its 
fifty years of high endeavor, it has instituted many projects 
helpful to raise the standards of the profession in the United 
States. They look forward, now tha t you are the representative 
body of the entire United States of America, to see you going on 
from strength to strength; to tha t height when the opinions of 
your various committees may be sought by legislators in framing 
equitable tax and business laws of value to the nation as a whole. 
I thank you.
M r . J. G. M u n d ie —Past President and Member of Council of 
the Institute of Chartered Accountants of Manitoba 
Mr. President, ladies and gentlemen, first of all, I would like to 
take issue with Professor Annan regarding the date of our pro­
fession. He stated the date went back to Noah. If you read the 
Bible, was there not a serpent in the Garden of Eden, and, after 
all, what is a serpent but an adder, and an adder but a  junior 
accountant?
Although I am from the western prairie, I fully appreciated 
tha t all the talking for Canada would be done by our Dominion 
president from the East. However, I am very glad of the honor 
of officially representing the Institute of Accountants of Mani­
toba on this unique and happy occasion. Incidentally, our 
Institute celebrated its fiftieth anniversary some time eighteen 
months ago, and on behalf of our members, I wish to convey to 
you our sincerest congratulations and heartiest good wishes.
M r . H a r v e y  E. C ro w ell—Past President of the Institute of 
Chartered Accountants of Nova Scotia 
Mr. Chairman and gentlemen, I am very happy to be here and 
represent Nova Scotia. Colonel Montgomery, earlier in this 
session when most of you were not here, said th a t he would keep 
you in suspense with respect to the speakers, but I must say tha t 
he has kept me in suspense, because with the Dominion president 
on the platform, I didn’t  expect to say anything. I felt th a t I 
was here as sort of a loose-leaf. That leads me to occupy the pul­
pit because I must take issue with this last speaker from the 
West, from Manitoba. H e hasn’t  got the facts straight yet, and 
neither has the International Business Machines Corporation, 
with all those devices, because I find tha t the first loose-leaf 
device was used in the Garden of Eden before they heard any­
thing about the adder. And referring to Noah, so far as I know,
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Noah had a loose-leaf. On one side he took stock, and on the 
other side he figured up the profits of the voyage, so I think I 
should occupy the pulpit in order to deal with those remarks, 
Mr. Chairman.
I am very happy to represent Nova Scotia. We have not had 
our fiftieth anniversary yet. Some of the other provinces in the 
Dominion have had their fiftieth anniversary for their Institutes. 
Time marches on, and fifty years is quite a long time. I hope 
these first fifty years will turn out to have been the worst.
On behalf of the Institute I thank you for this opportunity of 
coming here and meeting with you, and express to you our golden 
wishes for the future.
M r . E. A. S e b u r n —-President of the Certified Public Account­
ants Association of Ontario
Mr. President, ladies and gentlemen, your welcome to us 
which has been so ably phrased this morning I am sure is thor­
oughly and equally appreciated by all of us who come from 
without the United States of America. On behalf of my Associa­
tion, I extend congratulations on this occasion of your 
celebration.
During the past fifty years the American Institute of Account­
ants has brought the profession of accounting to the high stand­
ards which it exemplifies, and in so doing it has made an 
inestimable contribution to the business life of the world. The 
wholehearted public confidence which has been earned and is 
enjoyed by your Institute is just cause for a fitting celebration, 
and I am sure we have already seen sufficient evidence to warrant 
hearty commendation of all those who must have worked so 
relentlessly to bring the plans for this celebration to such grand 
fruition.
The Certified Public Accountants Association of Ontario 
thank you for the privilege of being represented here, and I, Mr. 
President, thank you for this opportunity of expressing our greet­
ings and good wishes for the professional advancement of the 
American Institute of Accountants.
What Have W e Done, and How?
Address of the President 
By R o b e r t  H. M ontgom ery
Th e r e  is a war of ideas sweeping the world. Let us see whether or not any of these conflicting ideas concern us professionally. 
We are, and should be, in intimate companionship and friend­
ship and confidence with our professional brethren and our 
clients, and by comparison of views, by new interpretations, we 
must face the responsibilities and problems of the immediate 
future. If we fail in this gathering to make a t least one contribu­
tion to the solution of the abuses or wrongs or ignorance which 
make this world less livable than it should be, the lessons of 
fifty years will not have been learned.
As far as civilization itself is concerned, we seem to have made 
no advance in fifty years. During these years more men have 
killed more other men than a t any time in the history of the 
world. I t  may be urged tha t men killing each other has little to 
do with our profession, but it has much to do. I t  was the World 
W ar which made business cost-conscious; it was war profits which 
made tax saving attractive.
Today we are in a  hodge-podge of social-security plans and 
redistribution-of-wealth threats and domination by labor threats, 
all of which do, and will, have a direct influence on our pro­
fessional work. I think it worth our while to explore our position, 
define our aims, and plan changes if we are not satisfied.
A wise general consolidates his forces, examines his position, 
looks for weak spots, and strengthens his defences before he 
attem pts a  major forward movement. This is particularly true 
when his advance has been rapid and his troops are untrained. 
In our profession our advance has been rapid and most of us have 
been only partly trained, yet today the public accountant is 
such a vital factor in the business, financial and social affairs of 
mankind tha t he cannot be disregarded any more than, in an im­
portant m atter of health or law, the prudent person would neglect 
to call in a doctor or a lawyer.
Whether he likes it or not, the professional public accountant 
frequently is required to appraise the activities, the transactions 
of others and say what he thinks, let the chips fall where they
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may. I t is not unreasonable tha t once in fifty years or so, the 
profession should look at itself and attem pt an appraisal. This 
is my job. I shall try  to be as honest about ourselves as the 
public and our clients want us to be when we appraise our 
clients.
I shall try  to be practical. I see no reason to apologize for the 
importance of educating the business public to pay big enough 
fees to professional accountants to enable us to remain as in­
dependent as we are today. We are charged with private as well 
as public duties. Officers and directors of corporations who an­
nounce th a t the public interests are paramount and tha t the in­
terests of their stockholders must be subordinated should be 
thrown out. They are as dangerous to sound business practices 
as are the officers and directors who deny tha t business is charged 
with a public interest and who exploit their workers and the 
public. They are not prudent custodians of funds.
We are told tha t what we need is a new order tha t will lift the 
black shadow of insecurity from the homes of the land; an order 
that will assure opportunity to youth and comfort and dignity to 
old age; an order outlawing the brutalities of greed; an order 
that will give life, beauty, happiness, generosity; an order tha t 
will permit expression of the best in man, not the basest; an order 
under which wolfish hates will not be a  necessary part of the 
struggle for existence. That slums were allowed to multiply, 
where dull, unhappy wretches breed hates, because they have 
never been permitted to realize the bright promise of a democ­
racy. T hat business was a  dog-eat-dog affair in which the lowest 
and meanest, even though in a minority, were able to drag down 
the standards and make a mockery of ethics.
The foregoing paragraph is quoted from the sayings of writers, 
some of whom receive substantial compensation for their bril­
liant thoughts. Whom are they addressing? Exactly what is their 
place in the new social order? Accountants are forced to be 
practical analysts.
Less than twenty years ago, because of an outstanding need 
followed by an inevitable demand, we faced an enormous in­
crease in our practice.
During the intervening years we have made a surprisingly 
good record. On the whole accountants have been keen enough 
and versatile enough to meet each situation as it arose. If govern­
ment, business, and finance could be counted upon to think and 
act as they have done, say for the past year, I would stop here
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and merely repeat what I said in the beginning regarding con­
solidating one’s forces and one’s resources. But I also said in the 
beginning tha t in the world today a war of ideas is being fiercely 
contested. We cannot be sure th a t our relations with govern­
ment, business and finance will remain static.
F if t y  Y e a r s  A go
Fifty years ago in the United States the public accountant was 
little known, little recognized, little wanted. His virtues were 
unheralded, unsung. He was little known because his kind were 
few and because enterprises were relatively small and in most 
cases their accounts as well as their affairs were supervised by 
the owners. He was little recognized because the matters which 
were referred to him a t tha t time were relatively unimportant 
and this unimportance tended to reduce him to the level of a 
clerk. He was so little wanted that, after he had been retained, 
usually there was pressure to get rid of him and impatience to 
get his report.
Even when he was most needed it was feared tha t the employ­
ment of public accountants would be looked upon as evidence of 
suspected fraud or irregularity, losses and doubt regarding 
financial strength. Even when business grew bigger and public 
accountants were a little better known there was a reluctance to 
call one in. As late as th irty  to forty years ago many investiga­
tions by public accountants were made secretly, often a t night 
and on Sundays.
Thus the early experience of the profession in the United States 
was filled with obstacles which were strong enough to discourage 
all but the toughest physically and the least nervous mentally.
The basic need was there all the time. W hat forces were a t 
work to bring about the drastic change which has taken place? 
I think all of the elements entering into the growing recognition 
of the profession can be reduced to a  few words.
1. The written records, the accounts of business transac­
tions in a vast number of cases, were imperfectly, inaccurately or 
fraudulently stated. And many still are. Consequently the public 
accountant’s first duty was to fight figures.
2. I t  is astounding how many relevant figures may be omitted 
from records of business transactions, how many debits find 
their way to the credit side of ledgers, and how many debits are 
entirely omitted—so that public accountants must find facts.
3. The third compelling reason for the employment of public
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accountants, and much the most important, is his duty, after 
fighting the figures and finding the facts, to assemble the figures 
and the facts and to tell the truth about them, with clarity, con­
ciseness and intelligence so tha t he who runs may read.
We must admit th a t the steps in our ascent were not easy ones. 
When recognition is grudgingly accorded it is more vulnerable 
than when it is gladly acclaimed. We cannot compare the ac­
countant with the doctor of divinity or the doctor of medicine. 
We put these practitioners on a pedestal and we resist all attacks 
on them. We come nearer to the lawyers; who under any cir­
cumstances gladly calls for a  lawyer?
We are here today because there was and is a  need for us. That 
demand will continue as long as people feel a need to know the 
truth, whether or not it hurts.
T e l l in g  t h e  T r u t h
Eternal vigilance is the price of accounting as well as of liberty. 
And so I see very little change from year to year in the more im­
portant attributes of the public accountant. For more than 48 of 
the 50 years under review I have intimately known the leaders of 
the profession in this country and in England and Scotland. 
Then, they were fearless seekers for the truth. Fifty years ago, 
poor as they were, no power on earth could have swerved them 
from their search. Nearly 50 years later, as I look into the faces 
of my brothers in our profession from far and near, from the ends 
of the earth, I see in these new faces the same proud determina­
tion, the same courage, the same stubbornness, the same men I 
saw nearly 50 years ago. And to those who are not here I extend a 
grateful prayer. I don’t  want to have anything to do with super­
men. I want men in the profession with simple minds and in­
domitable courage to seek and tell the truth.
Our profession always has had a vision—this urge to find and 
tell the tru th—and we should cling to it and continue to strive 
for its accomplishment. I do not want to see our growth depend 
on anything else than tha t which has made us what we are today. 
We shall retain our strength just as long as we retain our in­
dependence—no longer.
If anyone outside of the profession—governmental or private, 
client or friend—is stronger than we are and is able to tell us 
what to do, is able to influence a statem ent or a report against our 
best judgment, from that moment the profession will deteriorate. 
It is not so today.
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In order to tell the tru th  there must be some detachment from 
one’s immediate environment; from the opinion of neighbors; 
from ambition, money, power, fame, comfort, security and ease.
Have we the courage to proclaim the truth, or do we shrink 
from the struggle?
T h e  P r o tec tio n  o f  I n v e st o r s
The protection of the investor is an interesting subject. The 
average investor longs to be protected to a much greater degree 
than will ever be practicable. He craves to buy low and sell high; 
he will borrow all he can, and he never reads a balance-sheet nor 
an auditor’s certificate. This is an accurate description of an 
average investor. Of course, he should be protected! Changing 
the form of a balance-sheet will not do it, nor splitting surplus 
into three or four divisions. The public accountant has done his 
part in finding facts and telling the tru th  about the accounts. 
The securities act and the securities-exchange act have helped 
a lot.
But there always will be two or more concerns in the same line 
of business, with the same assets, one or more losing money and 
one or more earning profits. I t  is largely a question of manage­
ment. I doubt if the day will ever come when the public account­
ant can certify in any way whatever to the future uses of assets. 
And if he is not able to guarantee future good management, he 
cannot fully protect investors.
We went through a period when there was much talk about 
accountants as business and financial advisers. I t  happened to 
be a t a time when business was good. Advisers weren’t  much 
needed. When the depression came there wasn’t  so much talk 
about professional advisers. And yet th a t’s when they were 
needed. If a  professional accountant really is a good business 
man, he should go into business. He will be happier and will make 
more money.
I don’t  like to have charged against accountants virtues or 
abilities which they do not possess. I t  is a liability, not an asset. 
I t  leads to expectations which cannot be realized. I t  makes 
accountants look foolish, if not worse. We would like to be taken 
for what we are and no more.
As alluded to elsewhere there is a feeling abroad tha t public 
accountants are able to protect investors from mistakes which 
they would not make if they would pay more attention to our 
reports. I hope that is true, but the implication is dangerous.
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We have to deal with conflicting elements, with the passion for 
quick profits and the assurance of safety. I t is true tha t business 
practices and ethics are growing better, but I doubt if there is 
any change today, as contrasted with fifty years ago, from the 
conflicting elements I have mentioned. W hat can we or could we 
do with the stock which sold a t $225 a share in 1929 and $2.25 a 
share in 1932. W hat could and what did a Congressional com­
mittee do? In my opinion, the Congressional committee which 
recently purported to investigate the transactions of bankers, 
brokers and investment trusts did little more than to rehash 
old stuff. Little of anything constructive was accomplished. Some 
of the witnesses attempted to point out tha t good management 
was the most important factor to be considered, and good man­
agement could not manage if hampered a t every turn with in­
tolerable restrictions.
Real protection to investors would be to explain tha t a stock 
earning $2 a share selling a t 100 probably is too high, but who 
can argue with one who tells you tha t nevertheless it will sell a t 
150?
If accountants are to have any part in assisting bankers and 
brokers to avert another panic, I think it will have to take the 
form of some publicity of earnings per share. For example, 
would it not check unwise speculation if anyone buying stock 
selling a t more than twenty times current earnings were required 
to pay for it in full?
In thousands of cases, sales of businesses have not gone through 
because the astute prospective buyer has employed certified 
public accountants. But the casual investor is not astute. W arn­
ings mean nothing to him. The more fantastic and improbable the 
story is, the more he bites. A stock is selling a t 120. Tell him it 
should go to 130, and he doesn’t even thank you and of course he 
does not buy. Tell him it will go to 400, and he kisses you on both 
cheeks, mortgages his home and buys freely.
A decent profit must be the first thought of management, and 
the management should be all tha t the word “ decent” implies. 
There must be no unfair competition, dog’s wages, long hours 
and child labor. If the management can’t  be decent, it must be 
changed. In many businesses decency has been the controlling 
factor for as many years as the businesses have existed. The 
business man or capitalist who wants to fool the public should 
not be able to retain a reputable accountant.
Isn’t the time ripe when he must have one or be prohibited
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from publishing any financial statements? I t  is done now in small 
part. I t  will be said, “ W hat did the certified statement do in 1929 
to protect the investor?” To tha t we have a complete and satis­
factory answer. Stocks were being purchased by the millions of 
shares in companies which were earning one per cent. or no per 
cent., as clearly set forth in certified statements. Those with 
judgment, experience and training must go after privilege, ex­
ploitation, greed and unfairness. Can we see the meeting point of 
idealism and unfairness?
The government sooner or later must recognize the unfairness 
and unworkableness of taxing annual profits. I t has been re­
sponsible for much of the attitude of business men to earn big 
profits when the going is good, to prepare for the inevitable lean 
years. Who can blame them? Who would not do the same?
If business is assured tha t profits can be averaged over a period 
of years, it will help in paying more stable wages. There should 
be an immediate stop to the taxation of annual profits. I t  is not 
enough to tax the high profits of one year a t high rates and per­
mit the carrying forward of losses, although tha t practice was 
permitted until Congress went hay-wire and repealed it. Each 
year’s tax returns should be averaged with the preceding four 
years.
I wish to quote in full a  recent editorial from the New York 
Times.
L a b o r  a n d  M a n a g e m e n t
“ The Yale & Towne Manufacturing Company has announced 
th a t it is discontinuing its Detroit plant, which had employed 
400 or more workers until it was closed by a strike on March 9. 
‘Although we have been told repeatedly by the U.A.W. (United 
Automobile Workers) th a t they knew more of our affairs than 
we did,’ remarks the company’s statement, ‘the fact is th a t this 
operation has not been profitable.’
“ Officials of the union reply tha t the company’s net profit in 
1936 was $2,000,000. The company’s 'to ta l income’ in tha t year 
was $2,147,000, but after deductions for depreciation and taxes 
there was left an actual net income, in fact, of $1,211,000. That 
the company’s business was, on the whole, profitable, moreover, 
does not necessarily indicate tha t it made a profit on its Detroit 
plant.
“ The incident serves to emphasize tha t in the era of collective 
bargaining tha t lies ahead labor must rise to its new responsi­
bilities by a closer study and a  more sympathetic understanding 
of the problems of management. A union does its members a
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sorry service when it insists on an increase in pay which, because 
it cannot be met, results in the closing down of a  plant.
“ W hat is needed above all is a  sounder understanding of the 
relation of wage rates to profits, to prices, to production, and to 
employment. Wages depend primarily upon the productivity 
of labor. Collective bargaining can affect them within a certain 
margin, but beyond th a t they can be increased only as produc­
tion and earning power are increased. When the attem pt is made 
to push wages beyond the point tha t the earning power of the 
workers justifies, several results follow. Profit margins are 
threatened. If they are wiped out, plants must shut down and 
employes are thrown out of work. If, to avoid this, prices are 
raised, another set of difficulties develops. The higher prices 
reduce the purchasing power of the public; tha t is to say, of 
other workers. But, worse, higher prices lead to reduced sales, 
which means lessened production, which means a  smaller demand 
for labor, which prolongs or intensifies unemployment. Intelli­
gent understanding of management problems on the part of 
labor can maximize wages, production and employment. If it 
lacks th a t understanding, the results can only be tragic for labor 
itself.”
Investors should be protected, and so should working men. 
The unions usually do not perform their part well. They are mis­
led by inaccurate statements regarding profits and dividends. 
Isn’t  there a place for the public accountant before the strike is 
called? Why shouldn’t  every labor union be required by law to 
retain a public accountant in every dispute in which capacity 
of a business to pay higher wages is an issue?
We are called upon to protect investors from the unscrupu­
lous business men; more—it is demanded of us. Is it possible for 
the accountant to protect or help protect the investor or the 
public from the rapacity of unscrupulous labor leaders?
T h e  P r o f e ssio n  C a n n o t  S u r v iv e  u n d e r  a  D ic t a t o r sh ip
The professional accountant has played a small part in Fed­
eral or state government finance. Roughly speaking the govern­
ment books are kept the same as the country storekeeper keeps 
his. A simple cash book is enough. A payment is a payment, 
whether for running expenses or for the erection of a new building.
If the government embarks further into business and finance, 
there will be less for the professional accountant to do.
In some government departments which deal with private 
enterprise there is unjustified criticism of their accounts and
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accountings, even though there is little to show that the govern­
ment sets a good example. “ Physician, heal thyself” applies in 
this case.
Many years ago I had my first experience in how govern­
mental accounts are kept. The city of Philadelphia owned and 
operated its gas works. Annual reports were submitted which 
showed small surpluses. When an offer to operate the works 
was received from a private corporation, those opposed to the 
offer quoted the city’s figures. Obviously an independent report 
was required. I t was found tha t the city’s published reports in­
cluded the gross revenue from operation, but were woefully 
lacking in mentioning costs and expenses. Many millions of 
bonds were outstanding—no interest was included. No mention 
was made of depreciation of old buildings and equipment, nor of 
the cost of replacements and extensions. The city treasurer 
maintained many collecting offices, but this expense was taken 
care of in the treasurer’s budget. And so with street lighting and 
many other direct and indirect costs and expenses. The com­
parison was so striking tha t the public for once was startled into 
an acceptance of an offer from a private concern.
Throughout the nation today there is a similar concealment 
of facts. Actual costs of government activities are concealed. If 
the facts were known, I believe it would shock the nation.
I do not expect tha t there will be any sudden call on inde­
pendent accountants to make known the truth regarding govern­
mental accounting. My reason for discussing this point is tha t it 
is unthinkable tha t there should be an extension of the govern­
mental method of keeping and publishing accounts. But we 
can’t  hope to have the government practice what it preaches.
I t  has been suggested tha t private corporations do not always 
furnish to the public all the information to which the public is 
entitled and tha t professional accountants are not insistent 
enough on such disclosures.
Any law which imposes dictatorial mandates of irresponsible 
officials is tyranny—nothing else. I t may be Communism, Nazism 
or Fascism. Mussolini says the state is absolute. We do not agree.
As without vision a people would perish, so without courage 
the profession of the public accountant would perish. The pro­
fession of accountancy cannot survive or flourish under a dicta­
torship. For its growth, its strength, its maintenance, it requires 
free air, free thought, free speech.
In the fifty years of the growth of the profession in the United
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States we have lived and thrived in a free atmosphere. In the 
early days of our struggles, our trials and our tribulations, we 
were stimulated and strengthened by the friendship and we 
were educated by the experiences of accountants who, like us, 
were born in a free atmosphere, who thrived in England and in 
Scotland where free speech, free religion and free air were their 
birthrights. They too had courage, but courage would have 
helped them little if they had had to be martyrs.
I say again th a t our profession cannot exist, much less flourish, 
under a dictatorship. Perhaps religion may. Time will tell. 
Enlightened medicine may. Time will tell. But our profession, 
as I see it, today requires acquiescence, if not actual support, 
from the government as well as from the public. Accountants as 
martyrs will not arouse the enthusiasm nor the support of the 
people. The tru th  about accountants must be published, not sup­
pressed. I t  is one thing to cry moral truths in the wilderness and 
another to cry truths about balance-sheets. Under a  dictator­
ship we would not lose our courage, but we could not use it.
As Chief Justice Hughes said: “ Democratic institutions 
depend for their maintenance and success upon the processes of 
reason as opposed to the tyranny of force.” Our profession has 
developed in a free country, step by step, always by processes of 
enlightened reason. We will survive and advance only by con­
tinuing to live in a free country and by retaining our courage, 
our integrity, our independence.
Where government can put its hands on one’s statements and 
convictions, the people are in danger.
So far, in this country we have not been interfered with in 
our duty to tell the tru th  about the accounts of private enter­
prises. On the other hand, I know of no one who could tell the tru th  
about our Federal accounts, even if the tru th  were permissible. 
In the case of some states and some cities highly illuminating 
statements are furnished to the citizen-owners—maybe 5 per 
cent. of them ; the other 95 per cent. are mysteries. There is much 
to be done to correct this concealment of facts, and it should be 
done quickly.
In the case of labor unions now handling money in the tens 
of millions, the mystery is still greater. How much do they col­
lect? How much do they spend? We do know tha t statements, 
even incomplete ones, are not furnished to members. Substantial 
dues and contributions are enacted from members of unions. 
The members and the public are entitled to far more informa­
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tion than tha t now furnished by the officers of the unions. In its 
zeal to protect investors, why did the national government fail 
to compel some sort of accounting from labor unions which do 
an interstate business?
T h e  T r a in in g  o f  J u n io r  A c c o u n ta n ts
We have honestly tried to train those who will follow in our 
footsteps. Only by a united group of men of ability, of outstand­
ing character and high ethical ideals, imbued with a sense of 
public service, are these qualities best instilled in the youth that 
is to take its place in the direction of our profession and our 
organization in the future.
The juniors who come to us usually are told tha t they must 
have some practical experience in public accounting before we 
can employ them. Which came first, the hen or the egg?
I am afraid that, in the United States a t least, juniors without 
practical experience expect starting compensation entirely out of 
line with what they can earn during the early years of their em­
ployment. I wish we could do something about it which would be 
helpful. During my term of office I think tha t I have been asked 
oftener for a  solution of this problem—or a t least a constructive 
suggestion—than of any other. Would it not be practicable to 
study seriously and continuously what might be done? Our 
committees have been the making of the Institute. How about a 
committee on “ How can aspiring juniors get jobs?” In any event 
I hope tha t some of our members will discuss this question in The 
Certified Public Accountant.
T h e  In s t it u t e ’s S e c r e t a r ia t
I would like to see formulated a long-range program for our 
secretariat. I t should be planned on a scale which will permit 
more service to the individual practitioner and to students. The 
secretariat should not be submerged in any way.
W hat I mean is tha t there should be a continuous staff of 
specialists, who feel assured of their jobs and who can feel tha t 
the work they are doing will not be changed very much with 
changes in officers and committees every year or two. Under our 
present system an election of new officers and the appointment 
of new committees tends to interrupt the technical development 
of the Institute. Certain of our activities should be continuous 
and impersonal. I t  is these to which I allude. I call your attention 
to the secretary’s report for the fiscal year which ended August
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31st. I would like to see most of the activities reported upon 
continued without waiting for the appointment of new com­
mittees.
I base this suggestion on my own observation and experience. 
I merely present it for what it is worth.
After long years of effort we have united our profession. From 
Maine to California and from Washington to Florida, the Insti­
tute is recognized as the only national representative body of 
professional accountants in the United States. We cannot im­
prove on tha t situation. We are under a  grave responsibility to 
maintain it. We can only do so by constant vigilance. The 
officers and governing body must not relax their efforts a t any 
time. I t is not an easy task to maintain the respect and confidence 
of five thousand members of a highly critical profession. But if 
the officers and governing body display energy, tolerance and 
reasonable intelligence, I am sure the members will respond with 
reasonable tolerance and support.
I do not ask for standardization of accounting practice or 
procedure. T hat would mean the substitution of fixed rules for 
opinion and discretion. In fifty years we have learned much. If 
we had been standardized or unionized a t any time during those 
fifty years, I am sure we would have lost one of our choicest 
possessions—independence to express our convictions in each 
particular case submitted to us, and most cases differ from every 
other case.
W h y  N ot  S t a n d  S t il l ?
In the coming years shall the accounting profession keep what 
it has gained in fifty years, fall behind or make further progress? 
It may surprise you to hear tha t I shall be satisfied if we can 
keep what we have gained.
I am afraid tha t I shall not follow the usual procedure when I 
refer to the future. Some will be shocked. When I look down 
upon you from my mansion in heaven fifty years from now, I 
shall be content if I find our profession then has the same pres­
tige as it has today. I shall know tha t you have retained your 
courage and tha t you have kept the faith. If you have gained the 
whole world and lost your souls, I shall mourn bitterly even 
though my place in heaven is permanent.
We have been told so often tha t we cannot remain still, we 
must go forward or backward, tha t we are inclined to believe it.
Nevertheless, I ask the profession to stand still. I do not want
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it to change. I t does not rest upon a foundation which has been 
built up gradually. I t has today the same foundation it had fifty 
years ago. Our profession stands for the courage to tell the truth 
about accounts.
I t is not a profession of supermen. One reason why I want the 
profession to stand still is th a t there is a growing tendency to 
expect more of the public accountant than he can perform. The 
values assigned to fixed assets on balance-sheets should be read 
and used in the light of reason. But how often is th a t the case?
If difficulties arise, we find tha t the important factors, the 
future uses and the management of the assets, were conveniently 
ignored.
We must stand like the Rock of Gibraltar on our independence. 
On this we must hang together, or we will hang separately. 
Fifty years ago professional accountants did not consult with 
each other regarding controversial procedure. To a great extent 
they do today, but not enough. I look on this as a  vulnerable 
element in our position. I think we should strengthen it.
Another m atter of concern is tha t of liability. Fifty years ago 
there was little or no thought in this country of the financial 
liability of public accountants. Today it is a problem with which 
we must concern ourselves.
P olitics
In an atmosphere charged with political activities, including 
some activities with a fighting spirit, I am moved to explore the 
part of the certified public accountant in politics. We are voters 
as well as practitioners. Needless to say there will be no word of 
partisanship in my comments and suggestions. I will have failed 
in my purpose if these words can be construed to apply to one 
political party more than another.
During and after the World War there were so many rapid and 
radical changes in the economic and social structures of our 
country tha t the professional accountants were barely able to 
keep pace with the changes. Accounting principles do not fluc­
tuate with fluctuations in business and financial conditions 
and methods. Accounting principles have survived pre-war, war 
and post-war cycles, and laws such as anti-trust, N.R.A. and 
others which vitally affected business methods and practices. We 
have survived the Securities and Exchange Commission, which 
has done a good job. I repeat that, notwithstanding the violent 
fluctuations in business conditions, changes in political philos­
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ophies and notable changes in accounting practice, accounting 
principles have not changed.
These economic changes brought about, not only by statutory 
but by economic laws, have resulted in an increase in the volume 
of our practice and in our prestige. We have been in tha t happy 
position of seeing the demand greater than the supply. We have 
been peculiarly fortunate in tha t there have been few instances 
of failure to measure up to the high duties and responsibilities of 
the public accountant. These duties and responsibilities are so 
high and the burdens so great tha t it would be natural to expect 
a greater percentage of failures than has been the case.
Can the profession stand the strain of more and greater re­
sponsibilities? Both political parties have declared for social and 
other legislation which will impose heavy burdens on business. 
We have a national debt which must be paid. We have an army 
of office holders who will strive to increase and will not consent to 
reduce tha t army.
We have retained our independence; we have kept the faith. 
We have upheld the high traditions always associated with the 
accounting profession.
We have been members of different groups and organizations; 
we have held different ideas regarding administration and pro­
cedure. Accountants are bound to differ in matters of this kind. 
We always have and always will. But we have decided that we 
will have only one national organization and tha t we will not 
divide our strength and our influence.
A R e d e d ic a t io n
In all matters affecting principles and standards we will pre­
sent a united front. I propose tha t we celebrate this occasion 
which marks the fiftieth anniversary of the bringing together of 
the public accountants of the United States by dedicating our­
selves to a  stem fight to protect our profession against all that 
may be detrimental to its high aims. Let us determine to main­
tain and increase the confidence in which we are held by the 
business public.
I think there is in governmental offices and in labor organiza­
tions, as well as in business, a field in which the independent 
public accountant alone can pass upon disputed financial issues 
without fear or favor and without political bias. We do not need 
to fight for the obvious precept tha t custodians of public funds, 
private property and trust estates should not audit themselves.
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I t has been done, but with such disastrous results to the owners 
and beneficiaries tha t in due course it will be an unthinkable 
practice.
We cannot hope to make progress unless we fight for the ideals 
and standards which have come to us from the founders of the 
profession. There are a thousand obstacles to the attainm ent 
of any worth-while good. Let’s fight to maintain all tha t has 
come to us which is good and to eliminate everything inimical to 
progress.
Let’s fight to raise the standards of the Institute in every way. 
Let’s fight to suspend or expel any member who is guilty of con­
duct unworthy of a member.
Let’s fight for a  sane Federal income-tax law.
Let’s fight any effort in any state to dilute or weaken the 
C.P.A. degree.
Let’s fight to strengthen state laws and otherwise assist state 
societies.
Let’s fight for sound business practices. Don’t  let’s wait until 
unsound practices creep in, are reflected in balance-sheets and 
embarrass the accountants who are asked to certify to them.
Let’s fight any tendency, private or governmental, to break 
down the independence of the certified public accountant by 
rules or regulations or business pressure.
Let’s fight for honest accounting, clear financial statements 
and full disclosure of all essential facts.
Let’s fight anyone who seeks the assistance of a certified public 
accountant in the issuance of any kind of misleading statement.
Let’s fight anyone who thinks tha t one certified public ac­
countant will supplant another who has done a good job.
Let’s fight for easily understood accounting terms. Let’s fight 
weasel words.
Let’s fight bunk whenever and wherever it appears.
Peace in the United States
B y  R a y m o n d  M o l e y
I d e e p l y  appreciate the honor of addressing this fiftieth anni­versary meeting of the American Institute of Accountants. I 
can well realize the immense change th a t has taken place in the 
position of members of your profession in tha t span of half a 
century. We need not go beyond the literature of the nineteenth 
century, particularly the novels of Dickens, to realize tha t the 
pioneer members of your profession were hardly in a position of 
primary importance in the business and Industrial structure. 
But after all, from the caricatures which Dickens so often drew, 
few professions other than yours emerged with less obloquy.
I think it is fair to say, what is more, tha t among all the pro­
fessions tha t existed in Dickens’ time, the profession of ac­
countancy has made the most progress, not only as to the services 
tha t it has equipped itself to perform for business, but as to its 
status in the community itself. The profession of accountancy has 
certainly escaped the serious criticisms th a t have been visited 
upon other professions these past few years. I think th a t it can 
probably be considered remarkable tha t it is the one profession 
or business tha t has not in the past four years received castiga­
tion a t the hands of the President.
Membership in this profession, just as in other professional 
groups, involves a twofold responsibility. I t  involves individual 
responsibility to the client and it partakes of the whole profes­
sion’s responsibility to the community. This dual responsibility 
makes membership in your profession a sort of quasi-public 
office, comparable, in many particulars, to the status of the legal 
profession. I t  means tha t you concern yourselves, to a  more 
marked degree than you would in your capacities of individual 
citizens, with the larger efforts of the city, state and national 
communities toward building a better civilization.
In the last analysis, a  democratic nation is not made up of 
unrelated individuals. I t  is a vast synthesis of groups reaching 
into every occupation and community, organizing themselves 
for collective service. I t  is this fact tha t describes the very 
essence of a democratic state. You will note tha t whenever the 
idea of democracy in the world has been supplanted by some form
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of dictatorship, energetic efforts are made to impair the solidarity 
of organized groups.
I t  seems to me tha t the democracy of the future, whose texture 
is composed of vast, ramifying organizations of individuals, each 
acutely conscious of its own public responsibility and each 
activated by a code of appropriate ethics, will move toward the 
point where the interference of government in the affairs of in­
dividuals will grow less and less necessary. An organized pro­
fessional group has its own code of laws and often has the means 
of executing them more effectively than any government.
There is no doubt th a t the accountant has become a stabilizing 
factor in business management. As the problems of business have 
become more complex, more subject to laws and regulations of 
every variety, the accountant’s equipment has become greater 
and greater. In the daily affairs of almost every business, the 
accountant’s guidance is as effectively engaged as tha t of the 
lawyer. To carry out the increasingly responsible job tha t has 
fallen upon him, the accountant has become a sort of social 
philosopher. He has had to study the bewildering forces tha t 
affect his calculations. He has had to know not only the size of 
the assessment upon his business, levied by such legislation as 
social security, but something of the ramifications of tha t com­
plex institution in the fabric of society. He has had to consider, 
moreover, the possible future consequences of such legislation, 
the future adjustments tha t must be made in the legislation 
before it becomes workable, and the political circumstances that 
are involved in such adjustments. My accountant friends are 
among the most eager to know what some of us who specialize 
in public affairs think about the meaning of current happenings 
and their probable outcome in the future.
Of course, taxation is the biggest single concern of the ac­
countant. The most sane and powerful critique of taxation tha t 
I have read in the past few years has come from a distinguished 
member of your profession, George O. May. I would hardly 
regard it as possible to say anything authoritative about taxation 
without first sitting a t his feet. His criticism of certain wrong­
headed kinds of taxation now on the statute books has done more 
to prepare the way for their abolition than the arguments of a 
hundred men in public life.
The other night the President recited some of the problems 
tha t are to come before Congress. But one of the most important 
of all a t this moment was not included—and tha t is the problem
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of taxation. We have now reached a point in the tax history of 
the Federal government where certain forms of taxation, such 
as the undistributed-profits tax and the capital-gains tax, can no 
longer be justified as sound revenue-collecting measures. We all 
have our suspicions as to why they were imposed, and those 
suspicions center around the idea th a t they were not essentially 
revenue-collecting measures a t all. They were instruments of 
social and economic reform. I t  seems to me tha t the President 
must ultimately recognize this squarely, and if these measures 
are to be continued, cease to attem pt a  justification of them on 
the ground th a t they are sound revenue producers. The facts 
refute tha t position. I also believe, from the bottom of my heart, 
tha t the facts refute the pretension tha t they are sound social or 
reform measures. But I fear it will be a long time before we shall 
have much relief from them.
There are intelligent and persuasive arguments against the 
use of tax measures as instruments of reform. But we may as well 
face the fact th a t taxes will be levied, in the future as in the past, 
for both reform and revenue purposes. Speaking practically, the 
only way to meet this situation is to look beneath the surface of 
the taxes themselves and to direct examination to the soundness 
of those taxes as a means for achieving the reforms in question. 
And still more important, the way to meet the situation is to in­
sist tha t there be less reform through taxation and more reform 
in taxation.
Meanwhile, it is the duty of the accountant to help educate the 
public on the complexities of taxation, both in its reform and 
revenue-raising aspects, and to explain how it affects almost 
every phase of the public’s well-being. But the accountant can 
also be of immense service in helping to achieve the often con­
tradictory purposes of reform and revenue-raising through legis­
lation tha t will a t least do a minimum of harm. You owe it to 
the public to offer your advice to government whenever you can, 
though you face the problem of seeking a partial good where 
there is a possibility tha t even partial good will be lost.
Taxes cannot be made popular. I t  was a  French statesman, I 
believe, who remarked long ago tha t no one had yet discovered 
a way to pluck feathers from a goose tha t completely met the 
approval and cooperation of the goose. But there are ways of 
plucking feathers tha t will permit the goose to go on with the busi­
ness of laying eggs as usual, and what is more, there are ways of 
plucking feathers th a t do not kill the goose. With respect to the
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undistributed-profits and the capital-gains taxes, I believe there 
is a  growing conviction tha t both are bad for the goose; tha t 
both impair its production of eggs; th a t both actually diminish 
rather than increase the crop of feathers.
And this brings me to my final point. I t seems to me tha t many 
months back we reached the moment when legislation to meet 
the humane objectives of this Administration could be formu­
lated in an atmosphere of peace. I know of no reason why an 
atmosphere of conflict and bickering should be considered helpful 
to the promotion of those objectives. Not only problems of 
taxation, but the infinitely more important problem of how to 
increase the volume of production can only be solved through 
the coöperation of all. Sir Josiah Stamp, for whom thinking 
people in this country have as great a respect as those of his 
own country, said this in words tha t have a tremendous bearing 
upon the present situation in this country:
“ I t  is better to have a moderate proportion of a large aggre­
gate produced by willing cooperation of all parties than a larger 
proportion of a  meagre aggregate, which results from the stinted 
and stunted efforts of all parties watching each other in daily 
jealousy and internal conflict. . . .
“ The standard of life to be obtained without elaborate con­
test, as a  share of universal hard work and efficiency under 
stable conditions, far exceeds any standard th a t can be got out 
of the production th a t results in a world of suspicion.”
Above all, not only the questions of taxation, but with respect 
to public affairs generally, I believe there is a  tremendous surge 
of feeling in this country toward the substitution of peaceable 
relations among the groups, and as between the groups and the 
government, for the bitter controversy we have been having.
The last two major speeches of the President ended with these 
words: “ America hates war. America hopes for peace. Therefore 
America actively engages in the search for peace.”
W ith such sentiments no reasonable person can quarrel. But 
it is not quibbling to point out tha t there are many ways to seek 
for peace tha t neither speech suggests. W hat of peace here in the 
United States—peace between employers and labor, peace within 
labor, peace between sections, peace between government and 
business?
The President has rightly pointed out again and again in the 
course of his Western trip tha t he is the President of all the peo-
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ple, not just of certain parties or groups within the nation. But 
each of his recent utterances is studded with such expressions as 
the following:
“ We can get along in local and state and Federal govern­
ment without the services of those who are good citizens only so 
long as it does not cost their pocketbooks anything to be good 
citizens.” (Casper, Wyo., Sept. 24th.)
“ . . . the calamity-howlers and narrow-minded stay-at- 
homes.” (Fargo, N. Dak., Oct. 4th.)
“ In respect to public affairs and national problems, the ex­
cellently educated man and woman form the least worthwhile 
opinion, for the simple reason tha t they have enough education 
to make them think they know it all, whereas actually their 
point of view is based on associations with others who, in their 
geographical outlook, a t least, are about one inch wide. . . . 
Don’t  talk to your banking friends or your chamber of com­
merce friends . . . but specialize on the gasoline station man, 
the small restaurant keeper, and the farmers you meet by the 
wayside and your fellow automobile travelers.” (Herald Tribune 
Forum speech, Oct. 5th.)
“ . . . enemies of democracy . . . the alarms of a few who 
seek to regain control of American life . . . big manufacturers 
. . . never hesitate to shut down their own huge plants, throw 
men out of work, and cut down the purchasing power of whole 
communities whenever they think they must adjust their pro­
duction to an oversupply of the goods they make. When it is 
their baby who has the measles, they call it not ‘an economy 
of scarcity,’ but ‘sound business judgment.’” (Fireside chat, 
Oct. 12th.)
These excerpts are less than one month’s crop. They bespeak 
an America a t war with itself, not an America searching for 
peace. And their endless repetition, now in one form, now in 
another, creates the very discord they are intended to portray.
Their repetition does something else, too—something else tha t 
is likely to be of more immediate interest to the politician. 
There is an inexorable law of diminishing returns, where the 
winning of public favor is concerned. Theatre people and movie 
producers know it—or soon have it burned into their conscious­
ness. The customers get tired of the same act. The actor may sing 
or dance or speak his piece just as well as he did when he was 
packing them in, but if he doesn’t  change his routine, the public 
goes elsewhere.
One of these days, somebody is going to capitalize on the grow­
9 8 FIFTIETH ANNIVERSARY CELEBRATION
ing weariness of the country with the there-are-villains-Iurking- 
in-the-bushes-ready-to-tear-you-to-pieces appeal. Somebody is 
going to capture the interest of the public by insisting tha t life 
isn’t  a bitter war, but a process of continuous adjustment. I 
still cherish the hope tha t it will be Mr. Roosevelt, rather than 
some one less conscious than he is of the fact tha t a living govern­
ment must facilitate the processes of change. But th a t hope has 
had little to sustain it these past months.
In his speech a t Chicago, Mr. Roosevelt paraphrased a fine 
passage in James Hilton’s Lost Horizon, in which the Grand 
Lama of Shangri-La speaks of “ a time when men, exulting in the 
technique of homicide, would rage so hotly over the world tha t 
every precious thing would be in danger, every book and picture 
and harmony, every treasure gathered through two millenniums, 
the small, the delicate, the defenseless—all would be lost . . . ”
But the President omitted from tha t recital what follows: 
“ Here we shall stay . . . seeking such wisdom as men will need 
when their passions are all spent. We have a heritage to cherish 
and bequeath.”
Haven’t  we in this country, here a t home, a  heritage to cherish 
and bequeath—something more precious to protect than even 
books and pictures and harmonies—a way of life to sustain and 
perfect, whatever the surge of darkness around us? Are our 
energies to be dissipated blindly grappling with forces abroad or 
needlessly shattering our domestic tranquillity, while we lose 
“ such wisdom as men will need when their passions are all 
spent?”
W hat of the vision of which Mr. Roosevelt has so often told 
us—his vision of a friendly people achieving, in a spirit of amity, 
the security of an equitable social order? W hat of peace here in 
the United States?
Here is our Shangri-La!
The Holy Grail? “ Behold, it is here . . . ”
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Public Accountancy in the 
United States
By N o r m a n  E. W e b s t e r
Fo r  t h i s  occasion it was suggested tha t an historical paper on public accountancy in the United States would be an 
appropriate incident in the program. Now the dictionaries define 
history as a narrative of events connected with an object, person, 
or career, and also as a systematic written account of events, 
particularly of those affecting a nation, institution, science, or 
art, and usually connected with a philosophical explanation of 
their causes.
Ostensibly because time will not permit so lengthy a discus­
sion, but actually because your speaker was not equal to such a 
task, this paper will be limited to the first definition, and will 
leave to some later accountant-philosopher the privilege of 
presenting an exposition of the natural unfolding and interde­
pendence of the events in the development of public accountancy 
in the United States. And also there will here be no attem pt to 
cover the theories of accounting or their application, but our 
time will be devoted to a recital of some of the events which have 
transpired in the public practice of accountancy. In other words 
this has been planned, not as a scientific exposition and discus­
sion of the art, but as a presentation of the human side, by re­
calling the names of those who have been engaged in practice 
and, when possible, some of the incidents in which they have 
participated.
A c c o u n tin g  H ist o r ie s
But the preparation of merely a narrative of the events apper­
taining to this subject has proven to be a task of much difficulty. 
All or most of the few books on the history of accountancy have 
begun with Assyria and Egypt, leaped over many centuries to 
Italy in the days of Pacioli, and hurried across Europe with 
brief stops in the Low Countries to devote their space—most 
worthily it is true—to the origin and growth of public account­
ancy in Great Britain. And when the authors had covered the 
period from the South Sea Bubble to the most recent British 
societies, it appears tha t they had exhausted themselves or the
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space which their publishers had allotted to them, and conse­
quently they could give but little room to the United States, and 
still less to South America where Uruguay and Argentina had 
recognized accountancy by legislation early in the nineteenth 
century.
S o u r c e  M a t e r ia l
Some textbooks on accounting theory and auditing contain 
brief historical notes. And a few, too few, accountant’s memoirs 
and biographies have been written. But the published source 
material for a history of public accountancy in the last fifty years 
is to be found mainly in the accounting magazines, most of 
which have been ephemeral, and in occasional printed or manu­
script accounts of society meetings, while as to the period prior 
to 1880 and even to a  great extent to the years after that, the 
search for such material is like a hunt for the proverbial needle 
in the haystack.
B r it ish  R e f e r e n c e s  to  t h e  U n it e d  S t a t e s
However, remembering the debt which Americans owe to our 
British ancestors in accounting as in many other matters, the 
search was begun by an examination of A History of Accounting 
and Accountants, by Richard Brown, of Edinburgh, published in 
1905. Although the chapter captioned “ The United States of 
America” is limited to ten pages, the chapter on “ Scotland— 
before the Charters,” contains two paragraphs which are of 
interest in connection with this subject. They are as follows:
“ A great commercial crisis visited Glasgow in 1777 as the 
result of the revolt in the previous year of the North American 
colonies, with which part of the world the trade of the city was 
closely identified.
“ Mr. W alter Ewing Maclae of Cathkin, who was designated in 
the earliest issue of the Glasgow Directory as ‘M erchant and 
Accountant ’ was we are told, from the esteem and confidence in 
which he was held, employed to wind up some of the largest and 
most important of the bankruptcies which occurred in th a t un­
fortunate year.”
T hat starts the wheels of our imagination. Had the extensive 
trade of Glasgow and other British cities with the American 
colonies called for visits to these shores by British accountants? 
Had the value of their services come to the attention of the 
merchant princes of Boston and Philadelphia and Charleston,
and had they also availed themselves of the experience and 
abilities and integrity possessed by such visitors? And as James 
Ewing, the son of this Walter Ewing Maclae, acquired “ large 
West Indian possessions,” did some of these Britishers who may 
have come for specific accountancy engagements, remain here 
and establish themselves to serve American business? These 
questions are more easily asked than answered.
Inquiries as to whether Scottish accountants had visited the 
colonies on behalf of British traders have not developed any 
facts as to the dates of the earliest visits—and of the later per­
manent migrations of British accountants to this country.
In 1776 the North American colonies of Great Britain included 
Canada, but as tha t colony had been ceded by France only a few 
years before in the peace following the French and Indian W ar of 
1767, the bulk of the British trade interfered with by our Revo­
lution was presumably with the English-speaking colonies which 
became the United States.
A m e r ic a n  S o u r c e  M a t e r ia l
Evidence of such practice, if it existed, may be looked for in 
directories, in the news items, editorials and advertisements of 
early newspapers, in published letters or, less probably, in 
biographies; or it may exist in the unpublished private files of 
those days preserved and handed down to the present representa­
tives of colonial families. Here is a wide field for exploration, and 
with the growth of interest in the antique in the works and 
history of art and industry, it is to be hoped th a t public ac­
countancy will develop a similar thirst for a knowledge of its 
beginnings. Investigations to date have only scratched the sur­
face, but even so some interesting facts have been brought to light.
The result of this approach to the history of public account­
ancy in this country indicated th a t some other path must be 
followed in order to find any way out of the maze. If there were 
public accounting engagements in America during the eighteenth 
century, it seemed probable tha t they were performed a t or out 
of one or more of the commercial cities of the Atlantic seaboard, 
and tha t they were related to some of the principal business men 
of tha t time.
F ir st  A cc o u n ta n c y  E n g a g e m e n t  i n  A m er ic a
Taking up the search from this second starting point, it ap­
peared tha t perhaps the individual whose affairs might be most
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promising of the results which were being sought was Benjamin 
Franklin, whose life covered the period from 1706 to 1790 and 
who, beside conducting a printing business in Philadelphia dur­
ing about twenty years prior to his retirement in 1748, was a 
partner in perhaps a dozen printing houses in five cities from 
Newport to Charleston and in two places in the West Indies. 
In 1748 he sold his interest in the firm of Franklin & Hall a t 
Philadelphia to David Hall for eighteen annual payments of 
£1,000, each subject to a final accounting for their respective 
contributions and withdrawals. This period expired in 1766 
when Franklin was in London as the representative of some of 
the colonies. Since 1741 James Parker had been Franklin’s 
partner in New York. Franklin requested Parker to act as his 
representative in the final settlement with Hall. Parker made an 
inventory and valuation of the equipment and materials and 
presented a report which he entitled “ State of your accounts 
with Mr. Hall.” The manuscript of th a t report, formerly in the 
Typographic Library and Museum of the American Type Foun­
ders Company in Jersey City, has been deposited in trust in the 
library of Columbia University.
Although there is no reason to believe th a t James Parker was 
in practice as a  public accountant, in this instance he was an 
independent auditor acting for Franklin upon the accounts of 
David Hall, and this may have been the first public-accounting 
engagement in the American colonies of Great Britain.
A c c o u n ta n c y  I n c id e n t s : 1766-1852
Only a few events in the history of public accountancy in the 
United States during the next hundred years have been found, 
but those few are sufficient to indicate th a t there were public 
accounting engagements and th a t some persons were in public 
practice during th a t period.
On January 11, 1786, announcement was made of the publica­
tion on th a t day of The New York Directory. This was the first 
such volume issued for the city of New York and contained less 
than 800 names when the population was 23,416. I t  had been 
advertised as showing national, state and municipal officers, 
lawyers, ministers, physicians, bank officers, Columbia College 
professors, tradesmen, etc. The publisher was Shepard Kollock 
and the compiler was David Franks, who on one page had an 
announcement of his own, reading as follows:
“ David Franks Conveyancer and Accountant No. 66 Broad-
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way, Begs leave to return his sincere thanks to his friends and 
the public and hopes the cheapness of the following will con­
tinue him their favors.”
Here follow the advertiser's charges for drawing a lease and 
release, a  bond, and a power of attorney, but nothing was stated 
as to his fees for services as an accountant.
On April 21, 1795, in an advertisement in the New Jersey 
Journal a t Elizabethtown, now Elizabeth, Benjamin Thomson 
sta ted :
“ A Conveyancing Office and Office Of Intelligence will be 
opened by the subscriber on Monday next, in the brick house 
of William Shute, Esq., formerly occupied by Cortland Van 
Arsdalen; where writings of every kind will be done on mod­
erate terms; also farmers’ and tradesmen’s books posted with 
accuracy and dispatch, and those who do not understand the 
method of keeping their books, will be shown the form.”
Evidently these were cases where the public practice of ac­
counting was combined with the practice of law, and in the first 
case also with th a t of directory compilation. Such combinations 
were not unusual a t tha t time, especially in the smaller com­
munities. Even in Great Britain where accountancy got started 
earlier than here, Sir W alter Scott in a letter to his brother dated 
July 23, 1820, referred to the “ line of an accountant” and 
compared it with “ other branches of our legal practice.” And it 
seems that, like the practice of law, th a t of public accounting was 
often combined with the practice of some other profession.
Quite naturally, such combinations of the public practice of 
accountancy seem to have been most common in the cases of 
men who were teachers of and writers on the subject of book­
keeping. Such men were forward-looking in the past as are the 
educators and authors of today.
T e a c h e r -A u t h o r -A c c o u n ta n t
James A. Bennett of New York, located first a t 48 Fulton 
street and later in Twelfth avenue, was listed as an accountant, 
1818-1822. Thereafter from 1824 to 1829 he was listed as teacher 
of bookkeeping, while in 1814 he had published The American 
System of Practical Bookkeeping, which work was carried through 
41 editions to 1862.
Benjamin F. Foster of Boston was listed as an instructor in 
1834, and thereafter during 1835 to 1837 he was listed as an
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accountant. He also was a writer, a t least eight titles being issued 
during 1830-1840.
Christopher C. Marsh, of 74 Cedar street, New York, pub­
lished in 1837 a Lecture on the Study of Bookkeeping with the 
Balance-Sheet, the title page of which carried a note reading as 
follows:
“ To Merchants and Others
Complicated accounts adjusted;
Opinions given on disputed points relating to accounts;
Books opened and commenced &c.”
George N. Comer of 17 State street, Boston, published in 1842 
a Work on Bookkeeping which carried his card as accountant, 
stating:
“ Offers his services for the adjustment of Disputed and
Complicated Accounts, Insolvent and Other Estates . . .
and all business pertaining to tha t of an Accountant, executed
with fidelity and despatch.”
I t  seems clear tha t these early American teachers and authors 
of bookkeeping were receptive to and occasionally sought en­
gagements which were in the nature of public accounting.
Following and, perhaps, contemporaneous with these, were 
many other teachers and proprietors of business colleges who also 
may have been engaged in the public practice of accountancy, 
although tha t has not been definitely ascertained.
The principal occupations of the persons thus far named were 
those of master printer, lawyer, merchant, teacher and author 
of bookkeeping. I t  is probable tha t persons from other activities, 
especially from banking and insurance and, quite likely, from 
other fields of commerce, were from time to time called away 
from their vocations for public-accounting services. But after 
these eighty years from 1766, we begin to find mention of men 
whose principal occupation was tha t of public practice of ac­
countancy, and of whom a few a t least were called upon to turn 
aside temporarily or permanently to other occupations.
In 1852 there was published Bookkeeping in Spanish, the title 
page and the Spanish and English prefaces of which show th a t it 
was the production of C. C. Marsh, as author (already mentioned 
as a teacher, author and public accountant), and of A. G. Beck, 
as translator. However, it appears tha t the rendition into Span­
ish was not the work of a professional translator, but th a t Marsh 
secured the services of Beck for the translation both because of
their friendship and of Beck’s familiarity with the subject-matter 
of the book. While very little has been learned as to his occupa­
tion prior to this cooperation with Marsh, from 1852 to his 
death in 1878 Adolphus G. Beck was in public practice as an 
accountant in Los Angeles, according to a letter dated May 20, 
1888, from his son, Francis E. Beck, who was one of the earliest 
members of the American Association of Public Accountants. 
This letter also refers to A. G. Beck’s having been the translator 
of M arsh’s book, and this appears to have been an early, if not 
the first, occasion in which a public accountant was called upon 
for services outside of, even though related to his regular voca­
tion. Whereas earlier there had been numerous instances when 
writers and teachers accepted or sought engagements as public 
practitioners of accountancy, this case of Beck is the earliest in­
stance so far noted where a public accountant accepted a tem­
porary engagement in the production of accounting literature.
R a n d o m  N o tes
For the th irty  or forty years following the Civil War the in­
formation as to accountants in public practice is much fuller, 
although even so it surely is far from complete. D ata have been 
obtained from city and telephone directories, from articles and 
advertisements in early accounting magazines and other periodi­
cals, from memoirs and biographical sketches, and from corre­
spondence with many accountants and others without whose 
help this paper could not have been prepared.
In 1930 the incomplete researches of another Scottish account­
ant, David Murray, which were terminated by his death, were 
posthumously published by his daughter under the title Chapters 
in the History of Bookkeeping, Accountancy and Commercial 
Arithmetic. However, the facts a t present assembled as to public 
practitioners in the United States hardly warrant a caption more 
pretentious than “ Random notes on public accountants.”
But the notes accumulated to date have become surprisingly 
numerous, and interesting as it would be to call the roll of those 
early practitioners, time will not permit tha t pleasure. For the 
value, if any, which such a list may be to the future historian of 
accountancy, the names, addresses and dates have been as­
sembled, beginning with New England, following down the 
Atlantic seaboard and vicinity, and then passing into the in­
terior and westward. This list will be filed in the archives of the 
Institute, and only those accountants will here be mentioned
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who were closely associated with some of the accounting activi­
ties which should be noted in order to make this historical survey 
reasonably comprehensive, even though condensed.
A c c o u n t in g  F ir m s
From practising as individuals, a natural development was for 
two or more accountants to associate themselves in a  partner­
ship, as in law and other vocations. But the first such instance is 
hard to determine.
The earliest uses of firm names in accountancy tha t have been 
noted were by two firms in Cincinnati. Under the caption “ Ac­
countants bureau,” the 8176 directory lists Nelson, Shepard & 
Cooke, but the firm apparently was also a real-estate and collec­
tion agency, and perhaps lasted only one year as its name does 
not appear in later issues. The firm of Candor & Carnes, also in 
Cincinnati, had a card in the July 9, 1881, issue of The Book­
keeper, describing the firm as expert accountants and as composed 
of C. Candor and A. J. Carnes. Nothing has been learned of Can­
dor, bu t the directories from 1882 to 1886 carried Carnes’ name 
as “ consulting accountant and expert bookkeeper,” established 
in 1880 with an experience in the accounts of joint-stock com­
panies from 1860.
In New York, the firm of Barrow, Wade, Guthrie & Company 
was formed in October 1883, with John Wylie Barrow as the 
American partner. After Mr. Barrow’s death in 1886, Mr. Guthrie 
brought from England James T. Anyon who became a partner 
early in 1887, and was the first secretary of the predecessor of the 
Institute. In his Recollections, Mr. Anyon mentions Veysey & Vey­
sey and James Yalden & Company as firms, and Louis M. Berg­
theil a s  practising alone. George Wilkinson wrote tha t he was em­
ployed on January 20, 1887, by the first of these firms, whose 
partners were William H. Veysey and his son W alter H. P. 
Veysey, and The M utual Life Insurance Company of New York 
wrote th a t the firm had existed for some time prior to 1886, 
when it was engaged by tha t company. The father came to this 
country as a young man and probably received his training in 
England, perhaps in or near Exeter. He began practice in New 
York in 1866. He was a charter member of the Institute of 
Accountants and Bookkeepers, and the son was an incorporator 
of the American Association of Public Accountants.
As to James Yalden & Company, the names of the partners 
have not been learned, but James Yalden was listed in the 1883
E d w i n  G u t h r i e
The visiting Englishman who in 1886 called and 
presided over a meeting in  New York at which the 
American Association of Public Accountants was formed
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telephone directory, and in 1891 he was of Yalden, Brooks & 
Donnelly, in 1895 of Yalden, Brooks & Walker, and in 1900 of 
Yalden, Walker & Weiss. He was the first president of the 
American Association, and his employee John M. Green, acted as 
assistant to the first secretary, Mr. Anyon. Louis M. Bergtheil, 
in 1891, was of the firm of Bergtheil, Horley & Company. And 
besides these firms, all or most of which antedated 1890, se­
curity offerings in the New York Times showed that in 1890 
accounts were certified by Deloitte, Dever, Griffiths & Company 
and Price, Waterhouse & Company.
In Philadelphia, the firm of Heins & Whelen was formed on 
July 1, 1889, the partners being John Heins and Kingston G. 
Whelen, the former having been in practice there since 1877.
Quite possible there were other firms prior to 1890, but those 
mentioned are all which have been noted. After 1890, account­
ancy practice by firms became more common. I t  is interesting 
tha t the first officers, incorporators and charter members of the 
American Association of Public Accountants included represent­
atives from all the firms known to have been in practice in 1886 
and 1887, except the one in Cincinnati which perhaps was located 
too far from the headquarters of what then may have seemed to 
be a local society.
A c c o u n tin g  F a m il ie s
Public accountancy in the United States of course traces its 
ancestry to the profession in Great Britain, even as we are 
accustomed to speak of tha t as the mother country. Tradition 
has never been as strong with us as with our forebears, but even 
so, we have families in which juniors have followed in paths in 
which their elders have succeeded. The names of many account­
ancy firms indicate that all or some of the members are also 
allied in kinship as father and son, or as brothers. But this is not 
a wholly new development.
In Los Angeles there were Adolphus E. Beck and his son, 
Francis E. Beck, the latter an original member of the American 
Association.
In New York two of the original members, William H. and 
W alter H. P. Veysey, were not only partners but also father and 
son.
The first president of the American Association, James Yalden, 
was followed in practice by his son, Percy A. Yalden.
Later, New York and Philadelphia were joined in a relation­
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ship of this kind, through two brothers, Henry A. and Charles E. 
Niles, who formed a partnership in 1894 and became certified 
public accountants of New York in 1896 and 1897, and Mary B. 
Niles, a sister, who was certified in Pennsylvania in 1900.
But perhaps the most extended example of this sort is tha t of 
the Chase family, of which six individuals of three generations 
have engaged in public practice. R. S tuart Chase, of Haverhill 
and Boston was in practice from 1873 to 1895, when he retired 
to give all his time to the affairs of an estate of which he was 
trustee. His brother, George S. Chase, succeeded to the practice 
and so continued until 1923. In the second generation, two sons 
of R. Stuart, the first accountant in the line, engaged in public 
practice—Harvey S. in 1897 in association with his uncle, and 
Arthur T. in 1905. And in the third generation Stuart, son of Har­
vey S., in 1911 began to follow the vocation of his father, grand­
father, and great uncle, and Gardner W., a grand nephew of the 
first two, R. S tuart and George S., began public practice in 1912.
E d u c a t io n
The history of the development of education for accountancy 
is interesting. Again referring to a foreign author, we find tha t in 
1912 Arthur H. Woolf, a barrister of London, in a Short History 
of Accountants and Accountancy, said, “ America, which is usually 
the pioneer in education matters, was the first country which 
recognized the necessity for giving accountancy an established 
place in the university curriculum.” Some individual teachers of 
bookkeeping and allied subjects have already been mentioned. 
There were many others.
In time the educational facilities offered by these individuals 
were expanded into organized schools or business colleges, some 
conducted as individual units and others as links in chains spread 
largely over the country. The schools bearing the names of 
Bryant and Stratton, Spencerian, Packard, and Eastman, to 
mention only a few, are familiar to all who are acquainted with 
the development of bookkeeping training in this country. If to­
day we smile tha t these schools should have assumed the title of 
business colleges, we should remember tha t for a time they 
offered the only facilities for instruction in business, commerce 
and accountancy, and tha t they served to supply a  very real need.
Somewhat later accountancy instruction by correspondence 
was made available for those who were located a t points where 
there were no local schools. In some instances these correspon­
dence courses were conducted as departments in schools which 
also offered instruction to resident students, while in other cases 
the instruction was only by mail. They also served American 
business, and some of them are still doing so.
C o l leg ia te  S chools o f  B u s in e s s
All these earlier provisions for education for business were 
almost wholly technical institutions and offered instruction only 
in business subjects, including accounting, but gave little if any 
attention to the general education which students should have 
acquired in high school or elsewhere.
The first American collegiate school of business was established 
a t the University of Pennsylvania in 1881 which, after its name 
was changed, still prospers a t the W harton School of Commerce 
and Finance. As Philadelphia was a great commercial center, it 
was natural that, a t the founding of this school, stress was 
placed upon commercial geography and international trade in 
basic materials and manufactured merchandise. Seventeen years 
later, in 1898, the University of Chicago set up a school which is 
now the School of Commerce and Administration. Here also 
there was some degree of specialization, and as Chicago was the 
great railroad center of the country, considerable attention was 
given to the subject of transportation. Also in 1898 the Univer­
sity of California organized its College of Commerce. Then, with 
these three schools established, the movement for business 
education of a college grade acquired momentum, and in 1900 
Dartmouth College established the Amos Tuck School of Ad­
ministration and Finance, the University of Vermont its De­
partm ent of Economics and Commerce, the University of 
Wisconsin its School of Commerce, and New York University, 
with the cooperation of the American Association of Public 
Accountants and the New York State Society of Certified 
Public Accountants, its School of Commerce, Accounts and 
Finance, which perhaps more than its predecessors, specialized 
in accountancy courses.
W ith these new schools and the many which have followed 
since the turn of the century, the courses have become somewhat 
more standardized and the facilities for instruction in accounting 
subjects have been increased.
This brief resume of the extent to which collegiate education 
for business was provided during the last two decades of the nine­
teenth century, would not be complete without mention of an
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earlier movement in this direction. In 1869 General Robert E. 
Lee, then president of Washington University a t Lexington— 
now Washington and Lee—submitted a report to his trustees 
proposing the establishment of a collegiate school of business. 
Though this recommendation was approved, it was not made 
effective, because General Lee died the next year. W hether there 
was any relationship between this recommendation and Mr. 
W harton’s foundation of the University of Pennsylvania school 
has not been ascertained. I t is interesting, however, as indicating 
how early there was recognition of the fact tha t education for 
business and for accountancy called for instruction, not merely 
in the technical tools of business, but in the broader educational 
foundation which is commonly comprehended in the expression 
cultural studies.
Generally these collegiate schools of business were organized 
as undergraduate courses, but the Amos Tuck School of D art­
mouth and perhaps others were integrated with other under­
graduate courses so as to require, in all, five years of resident 
attendance, for which a M aster’s degree was offered. Such 
courses, therefore, were or a t least approached graduate study.
Then in 1908 Harvard University organized its strictly Grad­
uate School of Business Administration, the pioneer in this field, 
and such schools have since been organized in other institutions.
L it e r a t u r e
Education demanded a literature. As to the elemental or 
primary subjects, the authors already mentioned and many oth­
ers supplied this need fairly well and promptly, but as to the 
more advanced and specialized subjects, for a time America 
leaned upon Great Britain.
T hat American authors, both teachers and practitioners, soon 
recognized and accepted their responsibility for the provision of 
an accountancy literature adapted to our needs, is evidenced by 
the many titles by Americans which are listed in the Accountants' 
Index and its four supplements, and in the two volumes of Works 
on Accounting by American Authors. Time will not permit, and 
with these indexes there is no need for, a  calling of the roll of 
these authors and their publishers, to all of whom American 
accountancy owes a debt of gratitude.
The subject of this paper, however, makes it appropriate to 
note tha t nearly all these books have been technical in nature 
and the history of accountancy has received scant attention.
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Books or chapters by Wilmer L. Green, Charles Waldo Haskins, 
A. C. Littleton, Robert H. Montgomery and Durand W. Spring­
er, memoirs in brochures and magazines by James Thornley 
Anyon, George Wilkinson and T. Edward Ross, and biographies 
of Charles Waldo Haskins, Charles Ezra Sprague, and Elijah 
W att Sells are about all tha t has been published, except the brief 
items in the Accountant's Directory and the obituary notices of 
those who have passed on. Accountancy in the United States 
needs a Richard Brown and a David Murray, and even more, it 
needs an accountant-philosopher-historian who will do for ac­
countancy here what Blackstone in his Commentaries did for the 
common law of England. Hints which have come to your speaker 
suggest tha t perhaps one or two writers may undertake to supply 
this gap in our accountancy literature. Such a work should be 
useful to the student preparing for our profession.
L ib r a r ie s
Books and pamphlets suggest libraries. The number of such 
collections in the offices of practising public accountants and the 
volume of the accounting literature assembled in such libraries 
can only be guessed at, but much of the data for this paper has 
come from those collections. The Library of Congress and the 
public libraries in many cities have very respectable sections 
devoted to accounting. Some state societies have cooperated 
with public libraries by subsidies for purchases, and others have 
assembled libraries of their own. The library of this Institute is 
supposed to be the largest and most complete collection of this 
kind in the world. For the student of the development of ac­
counting theory and practice, there are several notable collec­
tions of the works of ancient authors. But because there is such a 
paucity of material, all libraries are lamentably weak in the sub­
ject of accountancy history.
P e r io d ic a ls
On July 20, 1880, there was published in New York the first 
issue of The Book-Keeper, of which Seldon R. Hopkins was the 
editor and which carried his professional card as “ Consulting 
Expert Accountant.” A year later the card was expanded and 
stated, “ 20 years experience as Bookkeeper, Auditor & Adjuster 
of Accounts.” Later Charles E. Sprague was associate editor. In 
its issue of April 25, 1882, it carried an announcement tha t it 
was the “ First and Only Publication of Its Character in the
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World.” I t  was continued through six semi-annual volumes to 
June, 1883, when its name was changed to The American Count­
ing Room, which lasted one year to July, 1884. Historically this 
is an important item of source material. Complete files of it are 
in the Library of Congress and in the Columbia University 
library, and partial files in a few other libraries.
The next such magazine was The Office, first published in New 
York in June, 1886. I t later became Business, perhaps prior to 
1898, and still later, Business World. I t  also has a wealth of 
historical material. As a result of this research, the volumes for 
1898 to 1910 have been given to the Institute Library.
From 1888 to 1915 there was published a t Detroit a magazine 
first called Bookkeeper and later, Business Man's Magazine, 
Business, and Accountant-Beach's Magazine of Business. Al­
though it appears tha t it was in some degree the organ of the 
correspondence course conducted by its publishers, it also 
carried much m atter of historical value.
Accountics, of which seven volumes were published in New 
York from 1897 to 1900, was apparently the organ of the earliest 
association of accountants and bookkeepers, and therefore is 
valuable.
Then from October, 1898, to June, 1900, there was published 
in Philadelphia The Public Accountant which, despite its short 
life, has the distinction of being the first journal devoted solely 
to the interests of public accountancy. Only one file has been lo­
cated, and tha t is in the Philadelphia library of an accounting firm.
During 1901 to 1905 four magazines were launched in New York, 
Chicago and Saint Louis. Each lasted only two or three years.
But permanency was reached in November, 1905, with the 
publication of the first issue of The Journal of Accountancy. It 
has been followed by over a dozen other journals, of which some 
devoted to special fields still appear regularly. But the only one 
which has carried much historical m atter is The Certified Public 
Accountant, which was begun in 1922. The Journal of Accountancy 
was launched as the organ of the American Association, The 
Certified Public Accountant as tha t of the American Society, and 
both are now published on behalf of this Institute.
L e g isl a t io n  a n d  R ec o g n itio n
If time permitted, it would be appropriate to refer to the 
legislative recognition of public accountancy in South America, 
Great Britain and Canada during some 50 years from 1825 and
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the greater speed with which it was secured in all our states from 
1896 to 1925. Even more interesting would be the pleasure of 
recalling the names of those who sponsored our legislation, many 
of whom, including some of the first, are still with us and active. 
Another phase of accountancy history is its recognition by 
statute, the courts and other governmental bodies. But recogni­
tion and possibly legislation are to be discussed in another paper 
to be presented a t this anniversary, so they can be omitted here.
Perhaps a few notes about publicity for accountancy may be 
pertinent and interesting.
On January 16, 1877, the New York Times carried a story 
about William E. Warren, recently deceased, headed—“ Only an 
Accountant.”
In 1887 news items relating to the organization of the pred­
ecessor of this Institute appeared in ten New York papers and 
were reprinted by the Association in a pamphlet telling its pur­
poses. Two other contemporaneous notices of tha t event have 
recently been discovered.
The previously mentioned accounting magazines have contrib­
uted to a better acquaintance between business and public 
accountancy, and the articles by public accountants in other 
journals perhaps have done even more. Monographs on account­
ing subjects have served the same end.
Addresses by business men, lawyers, judges and other gov­
ernment officials before meetings of accountants have called 
attention to our profession, and the reciprocal invitations to 
accountants to speak to groups engaged in other activities have 
widened our acquaintance. Conventions of state societies, of 
interstate groups, and of national organizations, and the first 
and third international congresses a t Saint Louis in 1904 and 
New York in 1929 have made public accountancy more widely 
known.
In recent years individual and firm advertising has been 
frowned upon, but in earlier years, before professional ethics had 
been formulated into codes as a t present, media for individual 
publicity embraced directories, advertising in newspapers and 
magazines, letterheads and business cards. Some of these may be 
of interest here.
A magazine published in 1880 carried six professional cards, 
in which one individual styled himself as “ consulting accountant 
and expert bookkeeper,” one as “ consulting accountant and 
bookkeeper,” one as “ professional accountant,” one as “ expert
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accountant,” and two only as “ accountants.” Directories for one 
or two decades preceding 1880 and for one or more thereafter 
contain many listings with these designations. Other descriptions 
noted in directories were “ examiner of accounts particularly in 
stated businesses,” “ account adjuster,” “ auditor of corporation 
account,” “ expert accountant and auditor,” and “ public ac­
countant and auditor.”
Some announcements, instead of describing the accountants, 
indicated the nature of their work. The business card of a  char­
tered accountant of Edinburgh, who had come over prior to 
1887, read: “ Partnerships adjusted. Suspected accounts investi­
gated.” Another stated: “ Adjustment of Disputed and Compli­
cated accounts; Insolvent and Other Estates.” A longer state­
ment was: “ Services in opening books, arranging the plans for 
keeping the books of any business, mercantile or manufacturing, 
adjusting accounts, etc. May be consulted on questions relating 
to accounts. Consulting fee $1.” Possibly the most condensed 
and picturesque such description was: “ Deranged double-entry 
books rectified.” That announcement did not indicate whether 
the advertiser could do anything for deranged bookkeepers.
S o c i e t i e s
The Accountants’ Society of New York and the Accountants' 
Society of Pennsylvania were organized prior to 1824, because 
on the title page of the 1824 edition of The American System of 
Practical Bookkeeping, the previously mentioned author, James 
Arlington Bennett, stated tha t he was professor to these socie­
ties and the late president of the New York Society. Probably 
these societies were study classes, or associations of his students 
or of those who attended his lectures, which he had begun in 1818 
in New York where over 300 men signed resolutions recommend­
ing his lecture courses, while there were 159 subscribers in 
Philadelphia and 142 in Albany. He claimed to have instructed 
a far greater number of students than any other teacher, in­
cluding persons from 13 different nations. Whether any of his 
students were or became public accountants is not known, but if 
so, the public accountants in these societies were probably a 
small minority of the membership.
The Institute of Accountants and Bookkeepers in the City of 
New York was incorporated July 28, 1882, as the result of a 
preliminary meeting a t the Astor House on April 11, preceding. 
A m atter of interest in this connection is th a t the formation of
A letter, dated Ju ly 26, 1895, from  
the secretary of the Society of A c­
countants and Auditors (London) 
to the secretary of the American  
Association of Public Accountants 
(New York) reveals that both or­
ganizations were then sponsoring 
legislation providing for legal 
recognition of the public account­
ing profession


PUBLIC ACCOUNTANCY IN THE UNITED STATES 117
this society had been advocated and promoted by editorials in 
The Book-Keeper, which was started two years earlier, whereas 
in most other cases the magazines were started by societies which 
wanted such organs. After a short time the society shortened its 
name to Institute of Accountants. While its membership in­
cluded accountants who were not in public practice, a consider­
able number of its charter and later members were so engaged. 
Unfortunately its records have not been found, but reports of 
its meetings appeared in The Book-Keeper, Accountics, Business 
World and The Journal of Accountancy. As there indicated 
and as stated in an undated printed announcement, it was an 
association of those “ interested in the advancement and im­
provement of the science of accounts and account-keeping.”
Correspondence from three members who are still living 
shows tha t the membership was of three classes—associates, 
members and fellows, and that admission to the two higher 
classes required the successful passing of searching examinations, 
those who were accepted as members being given the designation 
“ certified accountants.” In 1897, during one of the numerous 
periods when competition among accountancy organizations 
was rife, it undertook to nationalize its organization, but as it 
appears, with only small success. Many accountants, without 
relinquishing their membership in it, joined other, perhaps 
stronger, societies. The date and cause of its demise have not 
been learned, but whatever its mistakes, it has claims upon our 
grateful memory for three reasons. I t first introduced fitness 
tests for those who sought its membership. I t first emphasized the 
calling of the public accountant as an aid to business. I t  cooper­
ated heartily and effectively with the American Association of 
Public Accountants and with accountants not members of either 
society in proposing and securing the enactment of the first 
C.P.A. law in history.
Several other national societies have been formed during the 
last forty years which sought public accountants as members. 
During their activity, feeling sometimes ran high, especially 
when it seemed that their success, if not their purpose, would 
be to lower standards. Looking back, however, public account­
ancy in the United States can realize tha t these were only the 
growing pains of childhood, as annoying a t the time as measles 
and mumps, but no more dangerous. Bad as war is, a result of it 
always is to increase the knowledge of the neutral world about 
the belligerent peoples and their countries. I t  is a t least possible
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that hostilities among accountants have publicized our profession 
and perhaps have improved the organizations which survived 
the struggles.
And now, coming to the organization whose anniversary is 
here being commemorated, its history fortunately is more 
readily available. The American Association of Public Account­
ants was incorporated in New York on August 20, 1887. The 
Federation of Societies of Public Accountants in the United 
States was organized in Chicago on October 28, 1902, and merged 
into the older society on January 10, 1905. The American In­
stitute of Accountants was incorporated in Washington, D. C., 
May 23, 1916, and its succession to the predecessor American 
Association was approved September 20, 1916. The American 
Society of Certified Public Accountants was organized December 
12, 1921, and was consolidated with the senior organization, the 
Institute, during the latter part of 1936.
There is an outline for a  history of fifty years of organized 
public accountancy in the United States. I t  would cover sequen­
tially the story of the Association and Institute, and as to the 
Federation and Society, it would include their contemporaneous 
annals for the years 1902 to 1905 and 1921 to 1936, respectively. 
Fortunately it need not be detailed or even summarized here, for 
the story of the Association and Institute is very largely pre­
served in their Year-books and other publications, while many of 
the Federation’s activities are recorded in the Official Record of 
the Congress of Accountants, 1904, and those of the Society 
appeared in The Certified Public Accountant. As full as are these 
printed records, they are not quite complete, and some interest­
ing incidents have arisen in connection with the searches made 
for this paper. The first secretary of the American Association 
was James T. Anyon, and his surviving partners have pre­
sented to the Institute the original minutes and other records 
covering the period of its formation during 1886 and 1887. No 
minutes of the Federation have been found, but the executor of 
the estate of the widow of George Wilkinson has presented to 
the Institute a mass of papers, not yet inspected and classified, 
which, however, include a scrap-book of press clippings telling of 
the activities of tha t organization during its short but eventful 
life.
An interesting result of the publication of memoirs and other 
historical m atter and of the reading of papers such as this has 
often been tha t some of those who read or heard the stories were
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moved thereby to tell the authors of events which had been over­
looked and of persons who should have been mentioned in con­
nection therewith. The “ Recollections of the early days of 
American accountancy” which James T. Anyon contributed to 
The Journal of Accountancy in 1925 was valuable, not only for 
the record it made of important events and of the persons who 
participated in them, but also because it spurred George Wilkin­
son, T. Edward Ross and others to supplement the “ Recollec­
tions” with additional facts from their personal knowledge. If 
this paper should stir memories and evoke similar constructive 
criticism it will have served a useful purpose.
The Influence of Federal Taxation 
upon Accountancy
B y  N o rm an  L . M cL a r e n
Fif t y  y e a r s  ago the public accountant had virtually no con­cern with Federal taxation. I t was not until 1894 th a t there 
was launched on the sea of legislation a craft of new design which 
to the far-seeing accountant gave promise of a valuable cargo. 
True, the income-tax law of tha t year, proving to be of faulty 
construction, was condemned and scuttled in the following year. 
Nevertheless, considerable resentment was expressed by the 
liberal leaders of political thought, because in their judgment the 
Supreme Court had based its adverse decision on reasoning 
which smacked of the covered-wagon era rather than the en­
lightened horse-and-buggy days of the gay 90’s. I t  does not seem 
to have occurred to President Cleveland or his advisors—this all 
happened before the discovery of a  perpetual national emer­
gency, but during a national depression of unprecedented sever­
ity—that a  simple solution would be to pack the Supreme Court. 
On the contrary, the proponents of income taxation quietly, and 
perhaps with a smile, laid their plans to secure the orderly pas­
sage of a constitutional amendment which, when ratified by the 
required number of states, would permit of the same form of 
taxation as tha t which had proved practical and equitable in 
Great Britain and other nations. I t can be stated with assurance, 
however, tha t in the early days of the present century no one 
could foretell tha t the defective little sloop of 1894 would be the 
forerunner of the super-dreadnaught of today, and it is certain 
tha t public accountants had not the slightest intimation of the 
part they would be called upon to play as navigators and oc­
casionally as life savers.
In order to appraise with any degree of accuracy the influence 
of Federal taxation upon our profession, it is necessary to start 
with a  trial balance of accountancy as it appeared in the early 
days of the present century. Most of the native-born public 
accountants in the United States who had attained positions of 
responsibility were graduates from the ranks of bookkeepers. 
Their progress was retarded by lack of professional education 
and legal recognition. No examinations were required of public 
accountants anywhere in the United States until 1896, and as
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late as 1905 only two universities in this country were equipped 
to give adequate training in accountancy. Before the close of the 
first decade of this century, however, rapid strides were made in 
the enactment of state laws which gave official sanction to and 
prescribed for the regulation of certified public accountants. 
Moreover, considerable progress had been made in the develop­
ment of courses of study in schools and colleges designed espe­
cially for the embryo certified public accountant.
I t  is fitting to acknowledge the contribution of many British 
chartered accountants engaged in practice in this country during 
the formative period of our profession. Their willingness to share 
with their American brethren the practical knowledge bom of 
wider professional experience and a more thorough cultural and 
technical education undoubtedly made for a  far more rapid 
recognition of accountancy as a profession than would have been 
the case if the field of public accountancy had been left wholly to 
our own citizens.
B e f o r e  t h e  Inco m e  T a x
Thirty years ago, the principal functions of the American- 
trained public accountant were the disentanglement and inter­
pretation of complicated and debatable financial records and the 
investigation of business transactions with the object of detecting 
dishonesty. In addition he was engaged occasionally to suggest 
improvements in the accounting system, but the less said of the 
efforts of some of our pioneer accountants in this connection, the 
more flattering we will be to their memories. In the good old days, 
many highly reputable accountants took the position th a t work 
of this character should be left to stationery salesmen. Yet if a 
client insisted tha t his auditor install a  system of accounts, dig­
nity was unselfishly sacrificed and an attem pt made to comply 
with his wishes. One case is on record of a  large industrial con­
cern, still existent, for which four successive firms of well known 
accountants were engaged to devise and install a  cost system, 
each in turn being discarded and the client finally returning to 
the one first installed.
In the accounting department of the run-of-the-mill client, 
records were kept in minute detail, but system, as we think of 
tha t term today, was conspicuously absent. The old merchandise 
account, which was a conglomeration of purchases, sales, dis­
counts and expenses, together with opening and closing inven­
tories, supplied in one figure the result now determined by
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elaborate analyses. Depreciation and depletion were curious 
animals whose figures bore a close resemblance to the chameleon. 
Any attem pt to determine logically the proper depreciation 
charge a t the end of the fiscal period was complicated by the well- 
nigh universal practice of treating as a  current expense—if the 
earnings permitted—all plant additions and replacements. As a 
corollary to this procedure, depreciation was seldom reflected 
in current operations except in prosperous years. Proud indeed 
was the bank—and there was usually one or more in every large 
community—which could boast in its published statements tha t 
the bank premises and fixtures were carried on the books a t $1.00. 
Another account upon the books of a  myriad of business organiza­
tions was entitled “ suspense.” Doubtful items were thrown with 
abandon into this account, and sometimes the suspense was terrific.
The larger manufacturing companies were, of necessity, some­
what more advanced in matters of accounting technique. Never­
theless, the principal attribute which their accounting methods 
had in common was u tter lack of uniformity. A most interesting 
study of industrial corporation balance-sheets by John Noone ap­
pears in the August and September, 1910, issues of T h e  J o u r n a l  
o f  A c c o u n t a n c y . The analysis deals with the published balance- 
sheets of six representative industrial corporations for the five 
year period ended December 31, 1909. The following excerpt 
demonstrates the varying depreciation policies of large com­
panies during the period under review:
“ A comparison of the methods of providing for depreciation is 
likewise of interest. National Biscuit Company allows annually a 
fixed sum—$300,000.00—although depreciation can scarcely be 
said to go on uniformly and irrespective of changes in the amount 
of the permanent investment. American Car and Foundry Com­
pany charges against ‘earnings from all sources,’ for the year, 
‘renewals, replacements, repairs, new patterns, flasks, etc.,’ but 
makes no specific reservation for depreciation. The Midvale 
Steel Company employs rates per centum based upon diminish­
ing value. The New Home Sewing Machine Company apparently 
pursues a course similar to American Car and Foundry Com­
pany. The method used by The Butterick Company is not dis­
closed, but in one of the years the amount was so small as to seem 
palpably inadequate. Of course, the allowance for depreciation 
should never be contingent upon profits. International Paper 
Company's reports make no reference to the subject beyond the 
statement of the president, tha t the plants have been ‘ carefully 
maintained’.”
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Similar originality is found in the balance-sheet treatm ent of 
goodwill, patents, franchises and trade-marks. The National 
Biscuit Company, for example, included “ plants, real estate, 
machinery, patents, etc.” in a lump sum; the New Home Sewing 
Machine Company showed “ patent rights, trade marks and 
goodwill” as a separate balance-sheet item; the Butterick Com­
pany listed as a  single item “ patents, goodwill, contracts, copy­
rights, trade-marks, etc.” Mr. Noone states tha t the balance- 
sheets of the American Car and Foundry Company, which 
followed the practice of lumping all fixed assets and intangibles 
under “ property and plant account,” was reputed to own more 
than three hundred patents, “ some of which are doubtless of 
great value, since it is claimed they afford protection in every 
detail of car construction,” and adds naively, “ Very likely, in 
part a t least, the patents have been capitalized.” No goodwill 
appeared on the balance-sheets of the International Paper Com­
pany for the period under consideration except in negligible 
amount, but it is not unreasonable to assume tha t the caption, 
“ mill plants and water powers,” which embraces almost seventy 
per cent. of the total assets, may have included a modicum of 
water, as well as water power. The author comments upon treat­
ment of intangible assets by the Midvale Steel Company, as 
follows: “ Goodwill is not carried upon the company’s books as 
an asset, but is a calculation of the certified public accountants 
who act as auditors for the company, and represents two and 
one-half times the average annual profits for a  period of five 
years. At the time the estimate was made, therefore, the average 
profits were in excess of $1,000,000.00 annually, although, as 
will be noticed, they were materially less than this amount in 
1908 and 1909. Since goodwill is shown upon the company’s 
balance-sheets, but not upon its books, the surplus which appears 
upon the balance-sheets is in excess of the amount shown by the 
ledger by the valuation put upon the goodwill.”
So much for the vagaries of accounting technique in the days 
before income taxation. Business enterprises, with the exception 
of banks and public-service corporations, were in a  position to 
maintain their accounts with utter freedom from outside inter­
ference and complete disregard of the newfangled theories of 
master bookkeepers. I t was a virtue, thirty years ago, to create 
hidden reserves by the understatement of profits in prosperous 
years, and brave indeed was the public accountant, if any, who 
insisted upon a qualified certificate under these circumstances.
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Despite the inconsistencies in procedure and practice, however, 
there was much to be said for those days from the point of view 
of our brethren. Fees were small, but staff salaries were smaller, 
and office overhead was guarded with a  hawk-like eye so that 
hard-earned profits could be retained. The appearance of the 
office bore not even the remotest resemblance to some of the 
palatial establishments of today—and why should it? Confer­
ences with the client almost invariably took place in his office. 
In the good old days, the average business executive would no 
more think of calling a t the office of his accountant than he 
would upon his plumber. The gloomy appearance of the account­
an t’s office had the added advantage of frightening solicitors 
away. No one tried to sell him a new “ m ust” service every day. 
The detailed audit was the rule and not the exception, and the 
balance-sheet audit had not yet been devised to plague us with 
rush seasons and slack periods. Temporary staff was practically 
unknown, and the junior accountant could be kept reasonably 
busy on unending detail where, if he did not accomplish much 
good, he could a t least do little harm.
The preparation of financial statements from the detailed 
though defective records called for infinite analysis and, in many 
cases, the complete recasting of the accounts. This procedure 
had its merits in tha t the client could seldom prove the auditor 
wrong, because to do so he would have to duplicate the work for 
which he was paying, and even the auditor had difficulty in 
getting the same answer twice. Who could have imagined in 1877, 
or even in 1907, tha t a group of landlubbers engaged in such 
prosaic undertakings, largely without benefit of legal sanction or 
public acceptation, would one day be welcomed by business 
with open arms as master pilots in uncharted oceans.
Into this peaceful if somewhat uninspiring picture came an 
imposing figure in the summer of 1909; his name was William H. 
Taft. I quote from T h e  J o u r n a l  o f  A c c o u n ta n c y  of July, 1909:
“ Out of the hurly-burly of the tariff discussion, to which the 
people as a  whole gave little attention, for they could not under­
stand it, suddenly appeared the President’s clearcut proposal for 
a  corporation tax. The President doubtless knows as well as 
anybody else tha t his proposal is a most serious one, and tha t it 
really ought not to be a m atter of legislation until it has been 
subjected to the most expert criticism the country affords. The 
tax raises some difficult questions in accounting, public finance 
and economics, and these questions ought to be well understood
in Congress and among the people before the tax is imposed by 
law. But the situation would not permit the President to wait. 
Being himself convinced tha t the tax was a just and lawful one, 
tha t the Constitution did not forbid it, and tha t the Government 
would need the revenue it would produce, he was tactically justi­
fied in hurling his proposal into the tariff debate. Not until after 
the Federal corporation tax has become a fact shall we know 
much about its merits and defects.
“ We are glad to note, however, tha t the accounting profession 
has been quick to perceive its duty and to act accordingly. We 
print in this number of T h e  J o u r n a l  a circular letter addressed 
to Congressmen, and signed by twelve prominent firms of New 
York City accountants. This letter, the reader will notice, says 
absolutely nothing about the corporation tax per se, but calls 
attention to certain crude accounting errors in the form of the 
bill. These are such, the letter clearly shows, as to render some of 
the provisions of the bill ‘absolutely impossible of application,’ 
while other provisions of the bill ‘violate all the accepted princi­
ples of sound accounting.’ As a result of this letter, it is quite 
probable tha t the bill will be amended as suggested, and the 
accountants who have signed this letter will deserve the hearty 
thanks, not only of the perspiring lawmakers a t Washington, but 
also of business men in all parts of the country.
“ I t  is a pity tha t economists and experts in public finance can­
not be heard from with equal promptness.”
A S p ir it e d  E n c o u n t e r
I t now becomes the painful duty of your chronicler to relate 
tha t the prognostications of the editor of T h e  J o u r n a l , to the 
effect tha t the bill would be amended as suggested, were not 
borne out. A letter similar to tha t referred to in T h e  J o u r n a l ’s 
editorial was later addressed to Attorney General George W. 
Wickersham. One of the prominent accountants received a some­
what inhospitable reply, which was concluded with these words :
“ Your further statement ‘tha t as accountants actively en­
gaged in the audit and examination of a number of varied busi­
nesses and enterprises, we unhesitatingly say tha t the law as 
framed is absolutely impossible of application,’ causes me very 
great surprise. My personal acquaintance with you and a num­
ber of the other signers of the letter leads me to the belief tha t 
you have underestimated your capacity. Certainly the statement 
of objections made in your letter is entirely insufficient to support 
the conclusions which you express.”
And after submission of another carefully drawn and highly
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intelligent response on the part of the prominent accountants, 
the correspondence was closed by the following letter from Mr. 
Wickersham:
“ In your last letter you set forth in somewhat more detail the 
following proposition:
“ ‘But no system of accounting can give even approximately 
the ordinary and necessary expenses actually paid within the 
year out of income in the maintenance and operation of its 
business and properties.’
“ I think the bare statement of tha t proposition would be 
received with very great incredulity by most minds. Certainly, I 
am quite unable to assent to it. However, it is now too late to 
attem pt to recast the corporation tax amendment bill on the 
basis of such proposition.”
Thus ended the first spirited encounter between the embattled 
accountants and the minions of the law. Although unproductive 
of immediate results, this new adventure was to have salutary 
effects in the succeeding months when it became necessary for the 
Treasury Department to draft regulations governing the imposi­
tion of the new tax. Unquestionably the vigilant efforts of the 
American Association of Public Accountants, the predecessor of 
the American Institute of Accountants, had much to do with 
the final form of the regulations, which were in the main sound 
and practical, albeit many specific provisions of the law were 
ignored and extreme violence was done to others.
Contrary to the belief expressed by many intelligent observers 
a t the time of the enactment of the excise tax bill, no strong op­
position on the part of corporations generally was encountered, 
probably because the rate was only one per cent. of net income 
and the Treasury Department, in its audit of the returns, fol­
lowed in the main the liberal policies set forth in its regulations. 
These factors encouraged income-tax proponents to urge an 
amendment to the Federal Constitution which would authorize 
Congress to levy a tax on income without resorting to the obvious 
subterfuge of continuing an excise tax measured by net income. 
Thus we find as early as May, 1910, a  detailed report in T h e  
Jo u r n a l  of  A cc o u n ta n c y  of a  debate held in New York on 
March 24, 1910, the subject of which was “ Should the pending 
amendment to the Constitution permitting a Federal income tax 
be adopted?” The affirmative of this proposition was defended 
by Senator William E. Borah, of Idaho, and Mr. Lawson Purdy, 
president of the New York City Tax Board. The negative was
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supported by two eminent members of the New York bar, 
Messrs. Austen G. Fox and William D. Guthrie, the latter having 
been one of the attorneys who, in the celebrated case of Pollock v. 
Farmers' Loan & Trust Co., convinced the United States Supreme 
Court tha t the income-tax act of 1894 was unconstitutional. The 
arguments advanced for the negative side may be characterized 
as highly legalistic and, therefore, unconvincing. The gentlemen 
who upheld the affirmative did not contend tha t our Constitu­
tion was of the laymen, by the laymen and for the laymen, but in 
spite of this omission they seem to have had decidedly the better 
of the argument.
T h e  I n c o m e  T a x  o f  1913
In the latter part of February, 1913, the necessary number of 
states had ratified the Constitutional amendment, which led to 
the enactment of an income-tax law on October 3, 1913, effective 
as of March 1, 1913. T hat the American Association of Public 
Accountants was alive to the importance of the new legislation is 
evidenced by an editorial appearing in the November, 1913, issue 
of T h e  J o u r n a l  of  A c c o u n ta n c y , which announced the creation 
of an income-tax department. The editorial reads, in part, as 
follows:
“ We have peculiar satisfaction in the permission to make this 
announcement a t this time, for it is indubitable th a t the income- 
tax law is to have a more far-reaching effect upon public account­
ants than upon any other profession or business in the country. 
Hundreds of men who have never seen the necessity for a correct 
system of accounting now find themselves compelled to prepare 
statements of income and expenditure; and the work in nine 
cases out of ten will fall upon the shoulders of the public account­
ants of the several states. The corporation-tax law in its adminis­
tration vastly increased the labors of public accountants, but 
the work arising from the enactment of th a t law was far less than 
tha t which will result from the new income-tax act. Accordingly 
anything having a bearing upon the interpretation of the law 
will be of vital interest to every accountant in the country and we 
are confident tha t in the income-tax department of T h e  J o u r n a l  
o f  A c c o u n t a n c y , great assistance will be given to accountants 
and others.”
The new department of T h e  J o u r n a l  started modestly enough, 
but gradually, like the camel in the fable, it commenced to crowd 
the Arab out of the te n t; and deservedly so, because the timeli­
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ness of the material and its intelligent presentation proved of 
inestimable value to those who were struggling with the intrica­
cies of the new law.
T h e  E x c e s s -P r o fits  T a x
In retrospect, we may characterize the years between 1913 and 
1917 as the adolescence of the income-tax practitioner, but with 
the passage of the war excess-profits-tax act of October 3, 1917, 
the dulcet soprano of youth became a harsh discord of high and 
low notes, and throughout the transitory period leading to com­
plete m aturity and a comprehension of the essential facts, there 
was great unhappiness in the family. Fortunately, however, our 
youth showed tha t he had character and fortitude. He was on the 
spot, and he held it triumphantly.
Undoubtedly the excess-profits-tax legislation of 1917 was the 
greatest single force in the elevation of the public accountant 
from the status of master bookkeeper to member of an honored 
profession. I t has been estimated variously tha t from five to ten 
per cent. of the business organizations of this country utilized 
regularly the services of public accountants before 1917. There 
is no means of determining the corresponding figures of today, 
but it is conservative to assume the reverse of the earlier propor­
tion, a t least with respect to enterprises of any importance.
The new and highly complex provisions of the war revenue 
bills, coupled with undreamed-of rates of taxation, provided the 
stimulus which the blossoming young profession needed. Hap­
pily, our leading practitioners throughout the land, quick to 
grasp the significance of the opportunity for service, were able to 
convince the business public by word and performance tha t our 
profession possessed the intelligence and initiative to cope with 
the new problem.
And, a t the same time, the greater opportunities presented to 
certified public accountants attracted to our ranks a new genera­
tion of the highest order of intelligence. Universities and techni­
cal schools, recognizing the part which the accountant would be 
called upon to play in the modern industrial world, readjusted 
and expanded their curricula to provide intensive training for the 
student of accountancy. State boards of accountancy, in coöpera­
tion with the American Institute of Accountants, elevated their 
examination standards to the point where the letters “ C.P.A.” 
became the hall-mark of unquestioned ability to cope with the 
new problems. Tangible evidence of the acceptance of our profes­
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sion a t its face value is found in the recognition of attorneys and 
certified public accountants in 1924 as the only representatives 
qualified to appear for taxpayers before the United States Board 
of Tax Appeals.
Business executives, confronted with huge tax bills in the war 
years, realized the necessity of developing financial records which 
would reflect more accurately the actual capital invested in their 
enterprises and make possible the more ready determination of 
statutory net income. They became for the first time accounting­
conscious. The auditor was called with more and more frequency 
into conferences a t which the subject-matter was not the proper 
treatm ent of completed business, but rather the best method of 
handling contemplated transactions. As a  consequence, the 
certified public accountant was soon accepted as the most com­
petent advisor in tax matters and was shortly to be regarded as 
the professional man best qualified to serve in other important 
advisory capacities. I t  is true, of course, tha t the business counsel 
of a few outstanding members of our profession had been sought 
by many clients prior to 1917, but before the war the certified 
public accountant was primarily an auditor of past transactions.
In reviewing the war period, we find, too, tha t Treasury offi­
cials and Congressional committees in charge of tax legislation 
were becoming impressed with the desirability of making taxable 
income conform as closely as possible with accepted accounting 
principles. Thus, although the 1917 act did not specifically per­
mit of consolidated returns of affiliated corporations, official 
sanction was given to Treasury regulations in this respect by a 
specific provision in the revenue act of 1918. Another noteworthy 
forward step in Federal tax administration was taken when the 
Bureau of Internal Revenue liberalized its early regulations in 
the m atter of inventory valuation, with the result tha t for more 
than ten years the treatm ent of inventories has been, in fact, in 
conformity “ as nearly as may be to the best accounting practice 
in the trade or business.” And with the gradual standardization 
of tax accounting and clarification of most questions by judicial 
action, there was every reason to believe tha t the time had come 
when our people could look forward confidently to but minor 
changes in our Federal tax laws.
T h e  N e w  D e a l
This feeling of confidence has been completely destroyed since 
the advent of the New Deal. I t is significant that, if there is in­
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cluded the abortive tax measure grafted upon the ill-starred 
national-industrial-recovery act, changes in our Federal taxing 
statutes of a drastic nature have been made in every year since 
this country has been turned into a  free public laboratory. The 
limited time a t my disposal precludes the detailed consideration 
of all the backward steps in tax legislation tha t have been taken 
in our forward progress toward a more abundant life. I t  is suffi­
cient, however, to mention the abolition of consolidated returns, 
the irrational limitation on capital losses, the arbitrary and 
capricious basis provided for the capital-stock tax and the related 
excess-profits tax, the tax on unjust enrichment, whose very 
description smacks of demagogy, the confiscatory gift-and- 
estate-tax rates, and finally the utterly indefensible surtax on 
undistributed profits, as among the low lights which have 
dimmed the brilliance of past accomplishments along the road to 
equitable taxation and standardized tax accounting. Graphic 
evidence of the wide variation between statutory income and 
commercial income is found in the numerous items entering into 
the reconciliation of book income with taxable income which 
appear in schedule M of the corporation income-tax return for 
1936. Coupled with unsound and unequal legislation, we find a 
spirit among those who dictate policies of the Internal Revenue 
Bureau which smacks more of Shylock than of Solomon.
I t  is far from edifying to find civil service employees of the 
United States blandly offering to compromise a tax controversy 
for the amount deemed to be its “ nuisance value.” Another ex­
ample of the unfortunate state of mind of officialdom today is 
found in the efforts of the Bureau of Internal Revenue to enforce 
the proration of prepaid insurance premiums by taxpayers on the 
cash receipts and disbursements basis. Happily, judicial disfavor 
of this fantastic proceeding has been expressed in a recent deci­
sion of the Federal district court in Massachusetts. I t  is appar­
ent, however, th a t the rebuffs of Federal judges are not having 
any great salutary effect upon the neo-economists. I have been 
advised recently tha t a  new test case relating to the Federal 
estate tax will be instituted shortly by the Internal Revenue 
Bureau, in which will be presented the identical issue determined 
against the United States in the Orthwein case, decided by the 
Supreme Court in the latter part of 1935. But perhaps the most 
flagrant example of the Treasury Departm ent’s opportunism is 
found in its readiness to take inconsistent positions in tax con­
troversies, urging a proposition in one case where its acceptance
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would favor the Government, and attempting to refute it in 
another where the taxpayer would benefit. Yet it must be con­
ceded th a t in some particulars the Internal Revenue Bureau is 
approaching its problems in a broad manner. I need only refer to 
its exceedingly liberal decision in a case involving the assignment 
of income. I t  would be unchivalrous to mention the name of the 
taxpayer involved, but it is refreshing to find tha t the viewpoint 
of high Treasury Department officials seems to have become 
more humane in connection with charitable contributions.
Criticism of an existing order is not helpful unless a remedy for 
its shortcomings is presented. I believe tha t not one of the mem­
bers of our profession disapproves of the efforts of our law makers 
to close loopholes in the taxing laws which permit of the whole­
sale avoidance of taxes. I also believe tha t such devices as 
inordinately high surtax rates, excessive taxation of capital 
gains coupled with drastic limitations on capital losses, and the 
arbitrary tax on undistributed profits cannot be defended as a 
m atter of fiscal necessity, even though they fit perfectly into a 
scheme of ultimate state socialism. Let those who dictate our 
legislative policies rather be concerned with a broadening of the 
tax base, an equitable distribution of the tax burden, a determi­
nation of taxable income predicated as far as possible on com­
mercial income. Let us insist upon a stop to endless tinkering 
with our tax laws. Finally, let the business man of this country, 
and I refer to each of your clients, large and small, tell his Con­
gressman tha t he is tired of being a guinea pig. Surely our profes­
sion cannot be charged with self-serving motives when we strive 
for simplification of our taxing system and a more equitable 
distribution of the burden, for the more complex taxation be­
comes, the greater the public requirement for our services.
P r e s e n t  S co pe  of  P r a c tic e
Today certified public accountants are called upon for income- 
tax counsel to an unparalleled degree. In times like these, when 
tax rates approach the point of confiscation and tax administra­
tion is unduly harsh, our responsibilities are greater than ever 
before. I t  is regrettable that, in order to render the service to 
which our clients are entitled, we cannot approach the planning 
of business transactions, the preparation of tax returns, and the 
representation of taxpayers before the Internal Revenue Bureau 
from the same objective viewpoint which we must maintain 
when we undertake audit problems. Consider, for example, the
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examination of returns under Treasury decision 4422. Shortly 
after the promulgation of this decision on February 28, 1934, it 
became apparent tha t field agents of the department were a t­
tempting to fulfill magnificently Secretary Morgenthau’s promise 
tha t the same practical results which would have followed the 
flat reduction of 25 per cent. in computed depreciation could be 
accomplished by more rigid restrictions upon depreciation deduc­
tion. Overnight the established rates of depreciation, built up 
laboriously over many years, which properly gave effect to 
normal obsolescence, became out-moded and were consigned to 
the junk heap. Taxpayers and their representatives soon learned 
th a t in the great majority of cases the basis of settlement pro­
posed by bureau officials was intended apparently to effect a 
reduction in the depreciation allowance of a t least 25 per cent., 
regardless of the pertinent facts. Accordingly, accountants 
throughout the country were compelled to negotiate settlements 
on the basis of expediency rather than sound principle.
Many other illustrations could be given of adjustments to 
financial records in conformity with tax settlements which are in 
violation of accepted accounting principles and which create 
difficult problems in connection with the preparation of financial 
statements for other purposes. I t  is pertinent to inquire whether 
corporations which are called upon to file statements with the 
Securities and Exchange Commission are justified in restating 
income of past years on the basis of a radical downward revision 
of the depreciation allowance of doubtful propriety or of other 
debatable adjustments which produce an increase in net income.
Business today is indeed stifled under a crazy-quilt of govern­
mental regulation, of which one of the ugliest patches is our taxing 
system. I t  is a primary duty of certified public accountants to 
protect their clients to the best of their ability against the imposi­
tion of a tax burden in excess of the minimum amount prescribed 
by law. We cannot countenance deliberate omissions or misstate­
ments of essential facts, nor can we be parties to extra-legal 
methods and devices. At the same time we can and must afford 
our clients every protection to which they are entitled and voice 
earnestly our plea for a return to sound and equitable tax laws 
and their fair administration.
Accountancy and Regulatory Bodies 
in the United States
B y  A n d r e w  S t e w a r t
Th e  t it l e  of this paper covers a broad field. On the side of government regulation, it begins with the passage of the first 
act creating the Interstate Commerce Commission in 1887 and 
carries on to the more prolific legislative activities of the recent 
years. From the point of view of the profession of accountancy, 
it is, therefore, appropriate a t this, our fiftieth anniversary cele­
bration, to trace its development from the date of the first 
charter of a national association of public accountants in the 
United States, namely, September 20, 1887.
In a  review of the history of regulatory legislation during the 
past fifty years, the outstanding fact, so far as the profession of 
accountancy is concerned, is the recognition that has been ac­
corded to accounting as a means of facilitating the relations be­
tween government and private industry and as a medium through 
which regulation of private industry might be accomplished.
From this point of view, the most important developments 
emanating from regulatory bodies which have affected the 
practice of accountancy during the past fifty years may be 
briefly stated as follows:
(1) The development of uniform classifications of accounts 
for common carriers, first instituted by the Interstate Commerce 
Commission in 1907 and revised in 1914, followed by the promul­
gation of uniform classifications for certain classes of public 
utilities by the National Association of Railroad and Utilities 
Commissioners in 1922, by the Federal Communications Com­
mission effective as of January 1, 1936, by the Federal Power 
Commission effective as of January 1, 1937, and by the Securi­
ties and Exchange Commission under the public-utility-holding 
company act effective as of January 1, 1937.
(2) The support given to the profession in the development of 
sound accounting procedures and principles by the Federal Re­
serve Board and by the securities exchanges. This support was 
effectively given without the aid of legislation and took the form 
of an educational program by the Federal Reserve Board and the 
imposition by exchanges on issuers of agreements as a condition 
precedent to listing on securities exchanges.
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(3) The abortive attempts to control prices through costs, first 
under the Clayton act of 1914 and later under the national- 
industrial-recovery act of 1933, and the reappearance of the 
concept of cost as a justification for prices under the Robinson- 
Patman act of 1936.
(4) The aid afforded the profession in establishing sound 
accounting principles, such as the recognition of depreciation, in 
the early income-tax laws, contrasted with the incongruities in 
the present tax law and regulations which, however, we have 
reason to hope may soon be eliminated.
(5) The retarding influence of state corporation laws, which, 
because of their lack of uniformity and failure to recognize sound 
accounting principles, have lagged far behind the general progress 
of accountancy.
(6) The effect of the administration of the securities act of 
1933 and the securities-exchange act of 1934, which, together, 
constitute the greatest single aid to the development of sound 
accounting principles and forms of presentation of financial 
statements in the history of our profession in the United States.
O b je c t iv e s  o f  t h e  I n st it u t e
To compare the march of progress within the profession 
itself during the same fifty-year period, it is appropriate to begin 
with the charter of the American Association of Public Account­
ants, the predecessor of the American Institute of Accountants, 
which is dated September 20, 1887. The objects of tha t body are 
set forth in the certificate of incorporation as follows:
“ The particular business and object of such society is to asso­
ciate into a  society or guild for their mutual benefit and advan­
tage the best and most capable public accountants practising 
in the United States; and through such association to elevate 
the profession of public accountants as a whole, and to promote 
the efficiency and usefulness of members of such society, by com­
pelling the observance of strict rules of conduct as a condition of 
membership and by establishing a high standard of professional 
attainments through general education and knowledge and other­
wise . . . ”
How well the principles underlying this platform have been 
followed is set forth in the year-books of the American Institute 
and its predecessor, with which most of you are familiar. These 
show through reports of activities of committees and individuals 
a continuous record of devotion to the principles for which the 
national association was founded and a never-failing effort to
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improve the standards of the profession. For example, in the 
year-book for the year 1907, when the twentieth anniversary of 
the formation of the national body was being celebrated, I find 
tha t several important committees were actively pursuing the 
duties assigned to them. Such committees included those on 
professional ethics, education, examinations and legislation, and 
in tha t year there was also a  special committee on departmental 
methods of the government. I t  is interesting to note from the 
report of the last-named committee tha t in those days it was not 
uncommon for the Secretary of the Treasury to consult with 
our profession on various topics and to accept the advice given. 
Those on which our profession was consulted by the Secretary 
of the Treasury in tha t year included cost-keeping in the Gov­
ernment service, auditing disbursing officers’ accounts by check 
vouchers, and Treasury bookkeeping. The recommendations of 
the committee which were apparently accepted included a rec­
ommendation th a t the bookkeeping of the Treasury Department 
be changed “ from the single-entry plan to the double-entry 
plan.” A special report was prepared by the committee on the 
latter subject, and the committee was instructed to prepare the 
necessary forms for the installation of the double-entry system 
to take effect on July 1, 1907.
I t  is needless for me to attem pt to describe in detail to this 
representative gathering the multitudinous activities of the 
profession during its relatively short history toward the develop­
ment of improved standards of education, both of its own mem­
bers and of the public generally. Suffice it to say tha t the record 
well demonstrates tha t the activities of the profession in this 
direction have been continuous, while the developments through 
the actions of regulatory bodies have necessarily been slow and 
sporadic. I t  is also pertinent to review the growth of the profes­
sion. From a humble beginning of a mere handful of members, 
our national association had grown to 80 members in 1896, to 
707 in 1907, to  1,363 in 1920, and to a total of 4,940 today. 
Developments of the past few years indicate, without doubt, 
th a t the profession is on the threshold of a further growth, both 
in numbers and in importance.
I t  is interesting to note that every move on the part of Gov­
ernment to introduce paternalism, whether for the benefit of the 
producer, the manufacturer or the consumer, demands the as­
sistance of our profession either in the development of systems of 
accounting, or in the prescription of rules as to current account­
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ing, or as to the results thereof as presented in financial state­
ments.
All legislation which aims a t controlling or regulating business 
transactions must, necessarily, start from the premise that there 
are certain definable standards which should control all such 
business transactions. W ithin certain limits, this is no doubt true, 
and provided the specifications laid down are sufficiently broad, 
no one would disagree. But disagreement develops when an 
agency of Government proceeds on the assumption tha t all 
business transactions and their reflection in a set of financial 
statements can be reduced to a definite set of rules. Of course, it 
goes without saying that general principles can be developed, but 
rules intended to cover every type of transaction are not only 
impractical but, if attempted, can only result in a lower stand­
ard so far as accountancy is concerned and, to tha t extent, they 
are deplored by the profession and are a detriment to sound 
social and economic development.
In my brief review of the history of the developments by 
regulatory bodies which have affected the profession of account­
ancy. I shall not attem pt to follow chronological order, but in­
stead shall begin with the recent securities legislation and the 
Securities and Exchange Commission which probably hold the 
greatest interest for our profession.
T h e  S e c u r it ie s  a n d  E x c h a n g e  C o m m issio n
All of the acts of Congress coming under the jurisdiction of 
the Securities and Exchange Commission affect the work of 
accountants and bring them into close contact with tha t body. 
These acts are the securities act of 1933, as amended in 1934, 
the securities-exchange act of 1934, and the public-utility-hold­
ing-company act of 1935.
The passage of the securities act on May 27 , 1933, caused some­
what of a panic in the profession for two principal reasons: (1) 
Because of the unreasonable degree of liability imposed on ac­
countants, and (2) because it was feared tha t the enormous 
powers conferred originally on the Federal Trade Commission 
and later transferred to the Securities and Exchange Commis­
sion, which included the power to prescribe forms of financial 
statements, might not be wisely administered. The first of these 
causes of alarm was removed, in a  large measure, by amend­
ments to the securities act passed in 1934, by which the basis 
of recovery was made more reasonable and the period within
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which action could be taken was reduced from ten to three years.
The power to prescribe rules and regulations, including forms 
of financial statements, was the cause of great fear on the part 
of accountants tha t either unsound or unworkable principles of 
accounting would be enunciated. This fear was fostered to 
some extent by the promulgation of form A-1 by the Federal 
Trade Commission on July 6, 1933. T hat form was criticized by 
the profession as being inelastic and obviously designed primar­
ily for public-utility companies and, therefore, not suitable for 
industrial concerns. On the passage of the amendments to the 
securities act in 1934 and the appointment of the Securities 
and Exchange Commission, these criticisms were investigated 
by the commission and handled in a manner which was a source 
of gratification to accountants. As a  result, the fear tha t unsound 
or unworkable principles would be enunciated proved to be 
groundless.
The commission approached its problems a t the outset by 
calling a group of prominent accountants into consultation and 
asking them to appoint a committee to cooperate. The com­
mission readily agreed tha t a more elastic form of registration 
statement, one which called for less historical information, was 
more appropriate for what were later described as seasoned cor­
porations. After many months of cooperation between the com­
mission and committees of accountants, form A-2 was promul­
gated in January, 1935. I t received the full endorsement of the 
accountancy profession as represented by the committees both 
of the American Institute of Accountants and of the New York 
State Society of Certified Public Accountants. As was to be ex­
pected, it was found not to be perfect in all respects, but sugges­
tions for amendment initiated by the committees were welcomed 
and many were approved, and in cases where proposed amend­
ments were initiated by the commission, the committees of 
accountants were given ample opportunity to express their 
views. This happy relationship has continued down to the 
present date, and I trust tha t it will become permanent.
I t  is obvious tha t with the close harmony which has existed 
between the commission and the profession, the influence of the 
commission, backed by the effective powers which it possesses, 
has been in the direction of insisting on the presentation of 
financial statements prepared in accordance with sound account­
ing principles. An effective weapon has been the Commission’s 
insistence tha t the accountant express his opinion of the propri­
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ety of the principles employed in cases where the accountant 
has expressed a qualification in his certificate, or where disclos­
ures in the statements indicate accounting principles of doubtful 
validity. The ultimate effect of such a policy, supported by the 
powers conferred on the commission by the act, must be to en­
force on all registrants of securities a sound code of accounting 
principles.
The profession of accountancy, therefore, acclaims the 
assistance received from the commission in carrying out the 
highest ideals of the profession.
But there are inherent dangers which must not be overlooked. 
The greatest of these would seem to be the failure of the profes­
sion properly to cooperate and assist the commission and the 
unlikely possibility tha t control of the commission might fall 
into hands which would disregard the experience and advice of 
those who have spent a lifetime in the profession, and tha t it 
might not continue to recognize its tremendous responsibility in 
establishing accounting principles and practices, but would 
make invariable rules without due consideration of the peculiar 
circumstances of particular situations which might call for ex­
ceptional treatment. Happily there has not been the slightest 
evidence of such hazards up to the present time. I t  is one of my 
pleasant experiences to recollect the early days of the Securities 
and Exchange Commission when the then Commissioner Landis 
and Commissioner Mathews spent many weary hours listening 
to our pleas tha t the form of financial statements to be furnished 
by seasoned industrial concerns should not be too rigidly pre­
scribed and tha t some latitude in the form of presentation should 
be permitted. How well we succeeded in this plea is best demon­
strated by form A-2 which, while prescribing minimum informa­
tion, leaves a  degree of flexibility epitomized in a sentence in the 
instructions as to financial statements for form A-2 for which, I 
believe, the principal credit should be given to Professor T. H. 
Sanders. I t  reads as follows:
“ The registrant may file statements and schedules in such 
form, order and using such generally accepted terminology, as 
will best indicate their significance and character in the light of 
the instructions.”
I t  is appropriate to add tha t this broad appreciation of the 
importance of freedom of form and expression in the presentation 
of financial statements has been inherited and ably demonstrated
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by the chief accountant of the commission, Mr. Carman G. 
Blough, who has occupied that important post since January, 
1936. I t is of the utmost importance to the success of the securi­
ties act and the securities-exchange act and to the future of the 
profession tha t the relationships established between the com­
mission and the profession be perpetuated.
Before closing on this topic, I should like to say that, while the 
profession is deeply gratified with the manner in which these acts 
have been administered, it does not always agree with statements 
made by and on behalf of the commission as to the philosophy 
underlying these acts and as to some of the objects which the acts 
are intended to achieve. For instance, when it is said tha t these 
acts were designed to enable the investor to obtain information 
regarding a registrant's financial condition and operations ade­
quate to make sound judgments as to the values of its securities 
and regarding trends in a particular industry, our business ex­
perience forces us to cry aloud lest an investor be deluded into 
believing tha t a  registration statement furnishes a  basis for such 
a determination. Even a  registration statement under the securi­
ties act, with all its detail, gives no indication of the trends in an 
industry, which may be entirely contrary to tha t shown in the 
past experience of the particular registrant. Nor do the figures 
shown in a balance-sheet as of a given date and in a  statement of 
profit and loss for a three-year prior period furnish a sufficient 
basis alone for the making of sound judgments as to the values of 
the securities of the registrant. Such an interpretation would 
delude the investor into believing tha t a reasonably strong finan­
cial condition and a reasonably good record of earnings was a 
quasi-guaranty of value which should endure for some time. I t  is 
to be hoped tha t the commission will use its influence in educat­
ing the public as to the dangers of such unwarranted inferences. 
Perhaps it would not be inappropriate for the commission to call 
public attention to the remark by Justice Oliver Wendell Holmes 
on the “ longing for certainty and for repose which is in every 
human m ind” and his warning th a t “ certainty generally is 
illusion and repose is not the destiny of man.”
T h e  In t e r st a t e  C om m erce  C om m issio n
The development of the doctrine of Federal regulation and 
supervision of privately owned business and its effects on the 
profession of accountancy begins with the creation of the Inter­
state Commerce Commission in 1887.
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In every move toward Governmental regulation, the alleged 
motive for the exercise of Federal authority is to protect the 
interests of the public a t large. In the case of railroads enjoying 
quasi-monopolistic privileges, Government a t first was primarily 
concerned with the question of establishing rates which would be 
fair to the public and to the owners alike. The fairness of the 
rates to the owners could be measured only in terms of a fair 
return on the capital invested, and the fairness of such rates to 
the public could be judged only through the comparison of the 
revenues of railroads operating under similar conditions in rela­
tion to capital invested, calculated on the same basis for all such 
railroads.
At this point, difficult problems arose. The task of determining 
the real income of railroads seemed to be hopeless due to the lack 
of uniformity in the application of accounting principles and to 
the absence, in many cases, of a clear distinction between revenue 
and capital expenditures. The objective was fair and uniform 
rates, yet the financial statements of the many roads did not 
lend themselves to an intelligent analysis and comparison, for in 
most cases they were not on a comparable basis and were far 
from uniform.
I t was natural, therefore, tha t the first efforts of the I.C.C. 
were directed to the establishment of a uniform system of ac­
counts applicable to all carriers.
Although the interstate-commerce act of 1887 did not specifi­
cally provide for a  uniform system, the Hepburn act of 1906 
authorized the commission to develop such a system with the 
cooperation of the Association of Railway Accountants, and the 
first uniform system for steam railroads developed by the com­
mission became effective in 1907.
The Hepburn act in 1906, the Mann-Elkins act in 1910 and, 
finally, the transportation act of 1920 placed the commission in 
complete control of the rate question and, consequently, of the 
revenues of the railroads. The transportation act also gave it, 
broadly speaking, jurisdiction over financial and management 
policies of the roads, and a t present the commission in many 
instances substitutes its own judgment for tha t of the manage­
ment.
Few people seriously question the general benefits derived 
from the uniform system of accounts for the railroads, but the 
limitations of the advantages to be derived from a standard 
classification of accounts must be recognized, as it is obvious
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that, unless sound accounting principles and procedures are 
applied in the development of accounts from such uniform sys­
tems, the resulting financial statements may very well fall short 
of the highest standards of accountancy.
One of the results of the authority conferred on the commission 
has been th a t the majority of the railroads have gradually dis­
continued audits by independent accountants, their reason being 
tha t such audits would be only a  duplication of examinations 
made from time to time by the I.C.C. I t  is worthy of note, also, 
that the securities act granted an exception to railroads and thus 
omitted in their case the requirement for audited statements and 
certification by independent accountants.
Some accounting authorities seem to be of the opinion tha t the 
uniform system of railroad accounts falls short of producing 
actual uniformity and, by prescribing minimum requirements for 
application of certain accounting principles, necessarily lowers 
the standard. The proponents of this view go even further in 
saying that, in certain instances and especially with respect to 
depreciation and obsolescence, the requirements of the uniform 
system are far less conservative than accounting policies adopted 
voluntarily by a majority of industrial concerns.
There is probably much to be said on both sides of the ques­
tion. From the viewpoint of an independent accountant, how­
ever, the enforcement of a  uniform system of accounts usually 
produces the undesirable result of substituting a set of regula­
tions, no m atter how ably devised, for the individual judgment 
of an expert dealing with problems as they arise.
To the economist, the banker and the Government official, the 
panacea of a  uniform system of accounts is an easy solution for 
burdensome accounting problems. I t even induces, in certain 
cases, a  false sense of security. The fact tha t the financial state­
ments are supposedly on a comparable basis and tha t a certain 
amount of auditing is done by the I.C.C. seems to them sufficient 
reason to accept financial statements of railroads a t their face 
value.
It seems tha t an audit by independent accountants and 
an accountants’ certificate would afford more protection to 
investors, creditors and the public a t large than a mere standardi­
zation of accounts and of forms of financial statements. Coopera­
tion between the I.C.C. and the independent accountant is 
highly desirable, for the activities of the two could easily supple­
ment each other without conflict.
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P u b l ic  U t il it y  R e g u l a t io n
The development of the public-utility industry a t the close of 
the last century was marked by a general attitude of “ laissez 
faire” on the part of Government, and if there was any exercise of 
authority on the part of state and Federal authorities, it was 
limited to grants of franchises which contributed greatly to an 
orderly development of the utility business.
Early in this century, however, this attitude of Governmental 
authorities underwent a marked change, and the idea that public 
interest was being infringed upon by the rapidly growing utility  
systems became more and more prevalent among legislative and 
administrative branches of Government. Franchises granted by 
the various Governmental subdivisions gave many utilities quasi- 
monopolistic privileges, and authorities evidently felt justified 
in exercising a certain amount of supervision and regulation in 
return.
The first laws regulating public-service corporations and estab­
lishing public-service commissions were enacted by Wisconsin in 
1905 and by New York in 1907. Within the next ten years, all of 
the states had established some form of commission, and only 
Delaware, Utah and Wyoming did not have central commissions, 
which had power to regulate all classes of public utilities.
The state laws relating to public utilities substituted adminis­
trative regulation for direct legislative control and, as a rule, were 
principally concerned with questions of rates and services, 
franchises, financing and, last but not least, uniform systems of 
accounts.
The principal purpose of the public-service commissions was 
to harmonize the private interests of the owners with the welfare 
of the general public. The commissions, being permanent, were 
supposed to keep thoroughly and constantly informed as to the 
practical operation and general policies of public utilities and 
through their regulatory powers to remedy all situations con­
trary to “ public interest.”
The uniform systems of accounts of the individual state com­
missions were framed more or less along the same lines and re­
solved themselves into the uniform systems issued in 1922 by the 
National Association of Railroad and Utilities Commissioners. 
These systems were adopted by some 18 states for electric utili­
ties, by 17 states for gas utilities, and by 10 states for water 
utilities. From 1922 to 1936, the latter being the year in which
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new uniform systems were issued almost simultaneously by 
N.A.R.U.C. and the Federal Power Commission, no marked 
changes were introduced in the uniform systems in use. This is 
especially remarkable because during these fifteen years, as is 
well known, accounting presentation for industrial, commercial 
and financial institutions underwent marked improvement.
On the question of “ fair” rates, the viewpoints of the com­
missions and of the public utilities were usually diametrically 
opposed. Naturally, the management of utilities, in seeking to 
protect the interests of the stockholders, sought to obtain the 
highest possible rate of return, while the commissions, in a t­
tempting to establish “ fair” rates, were, in effect, reducing rates 
to a minimum. In the resulting controversies, both the utilities 
and the commissions sought the technical advice and opinion 
of expert accountants and engineers, and our profession was 
frequently called upon to give expert testimony on the account­
ing questions involved. In many instances, however, questions 
of sound accounting principles, such as adequate provision for 
depreciation, were forced into the background by the ever- 
prevailing dispute over property valuations.
The enactment of the Federal power act and of the Federal 
communications act was the culmination of a desire on the part 
of Federal authorities to develop some means of effective con­
trol over the activities of public-service companies outside of 
state limits and, therefore, not subject to regulation by state 
public-utility commissions, and to introduce some uniformity 
and coordination into the efforts of such state regulatory 
bodies.
The Federal Power Commission was established in 1920 by the 
Federal water-power act, but until 1935 its functions were lim­
ited practically to the licensing of water power developments in 
territories under the jurisdiction of Congress. In 1935, title II of 
the public-utility-holding-company act included the original 
water-power act as part of the new Federal power act. The latter 
granted the commission much broader powers and, in effect, gave 
it jurisdiction over all electric utility operating companies en­
gaged in interstate commerce.
The communications act of 1934 created the Federal Com­
munications Commission and, broadly speaking, gave it com­
plete jurisdiction over telephone, telegraph and cable, and radio 
communication companies engaged in interstate and foreign 
commerce. These regulatory powers were theretofore exercised,
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to a somewhat lesser extent, by the Interstate Commerce Com­
mission.
The paramount question in regulating public utilities, as in 
the case of regulation of other public-service corporations, was 
the problem of " fa ir” rates, and accordingly, the avenue of 
approach resolved itself primarily into the prescription of a 
uniform system of accounts.
The Federal Power Commission issued its first system in 1922. 
In June, 1936, as  a  result of the enactment of the Federal power act, 
a new uniform system was developed by the Federal Power Com­
mission for electric utilities, effective on January 1, 1937, which 
is now in extensive use. In the same year the N.A.R.U.C. also 
developed a new system of accounts which, except for minor 
differences, duplicates in substance and form the commission’s 
system. The minor differences in the two systems were eliminated 
by an amendment of the F.P.C. system on December 31, 
1936.
The scope of this discussion does not permit consideration of 
the provisions of the Federal Power Commission’s uniform 
system in detail, yet two features of the system are particularly 
noteworthy. First, the recognition of depreciation accounting as 
opposed to retirement accounting, and second, the introduction 
of a new concept of the theory of “ original cost.” Both of these 
features were also adopted in the uniform system of accounts for 
telephone companies prescribed by the Federal Communications 
Commission, made effective January 1, 1936.
Although the commission left unsolved the problem of deter­
mining methods for calculation of depreciation, the introduction 
of depreciation expense and reserve accounts definitely linked 
depreciation and obsolescence to property accounts and aban­
doned the old concept of retirements based on revenues or other 
unrelated factors. This was a novel departure in electric-utility 
accounting and, from the viewpoint of the accounting profes­
sion, definitely a  step in the right direction.
“ Original cost,” or as utility accountants facetiously term it, 
“ aboriginal cost,” is defined by the Federal Power Commission 
as “ the cost of property to the person first devoting it to public 
service.”
The Federal Communications Commission promulgated a 
uniform system of accounts for telephone companies in 1935, 
and some of its provisions were immediately challenged by 44 
telephone companies.
The F.C.C. order prescribing the uniform system of accounts 
was attacked on several points, but there were really only three 
principal issues. These were the definition of “ original cost” and 
the creation of a  “ telephone-plant-acquisition-adjustment” 
account, a further division of property accounts into plant in 
present use and plant held for future use, and the provision tha t 
all charges other than “ just and reasonable” should be treated 
as miscellaneous income charges.
The dictum th a t “ original cost” means actual cost a t the 
time when the property was first “ dedicated to the public use,” 
either by the reporting company or a predecessor company, was 
particularly unacceptable to the telephone companies. Their 
chief objection was to the provision th a t where “ original cost” 
was not known, it was to be estimated. The companies claimed 
tha t this requirement was arbitrary and would result in mutila­
tion of their accounts and even in a  possible hazard of criminal 
prosecution. The provisions concerning the final disposition of 
the “ telephone-plant-acquisition-adjustment” account, which 
in effect was to represent the difference between the “ original 
cost” and the book value of the plant, were interpreted by the 
companies to mean th a t this difference would eventually have to 
be written off against surplus and tha t no amortization through 
charges to operating expenses would be allowed by the commis­
sion. Under the interpretation of the commission, the acquisition 
adjustment “ would be disposed of, after the character of the 
item had been determined, in a manner consistent with the gen­
eral rules underlying the uniform system of accounts for the 
distribution, according to their character, to operating expense, 
income, surplus, or remain an investment.”
The Supreme Court of the United States upheld the commis­
sion on all three of these principal issues.1 W ith respect to the 
amortization question, the court seemed satisfied with the ad­
ministrative construction and, as to the other objections relating 
to “ original cost,” ruled tha t they were without merit.
The court likewise discharged as without basis the claim tha t 
the subdivision of the plant as to plant in use and plant for 
future use was vague, and as to the “ just and reasonable” 
charges clause, the court held th a t “ there is surely nothing 
arbitrary in establishing a standard for behavior so consistent
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with good morals. On the contrary, the need of such a standard 
has been made manifest for years as the result of intercorporate 
relations tha t are matters of common knowledge."
Whatever may be the accountants’ reaction to this decision of 
the Supreme Court, the profession of accountancy will evidently 
have to be reconciled to the fact th a t this new theory of “ original 
cost” is here to stay and tha t the probabilities are that, in the 
not distant future, it will be applied by regulatory bodies to all 
public-service corporations. The profession will also be continu­
ally faced with problems arising from the treatm ent of the “ ac­
quisition-adjustment” account and the amortization thereof. 
I t  is easy to foresee tha t orders from regulatory commissions in 
this respect, sponsored primarily by considerations of the rate 
question, may not measure up to the standard of sound account­
ing principles.
Probably the most drastic of the Federal regulatory laws is 
the public-utility-holding-company act of 1935. This act was a 
direct result of the investigation of holding companies by the 
Federal Trade Commission, which disclosed certain undesirable 
practices of some public-utility systems.
National public interest was again offered by the sponsors of 
the law as the moving spirit behind this legislation, but it is 
interesting to note tha t in this case it was the interests of the 
small investor tha t the Federal authorities sought to protect, as 
the interests of consumers a t large were affected by holding 
companies only indirectly and were protected by Federal and 
state regulation of operating subsidiaries of the holding com­
panies’ systems.
The shortcomings of the holding company as listed in the act 
were many, and the act, without providing remedies for the 
specific ills, tried to cut the Gordian knot by making a  provision 
for the “ simplification” of holding-company systems, which the 
utility people promptly labeled “ the death sentence” for holding 
companies.
Under this provision of the act all public-utility holding com­
panies engaged in interstate commerce are required to register 
with the Securities and Exchange Commission, and the com­
mission is charged with the duty of determining to what extent 
the corporate structures of the utility systems could be “ simpli­
fied” and voting power more “ fairly distributed.”
Only systems with utility assets capable of physical inter­
connection and “ not so large as to impair . . . the advantages
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of localized management, efficient operation and the effectiveness 
of regulation,” were specifically exempted.
In connection with the registration of holding companies, the 
act itself provides tha t registration statements shall include, 
among other information, financial statements certified by 
independent public accountants, if required by the rules and 
regulations of the commission.
In addition to the requirements for registration of holding 
companies and the provision for “ simplification,” it should be 
mentioned tha t the commission was authorized to devise a 
uniform system of accounts for holding companies registered 
under the act. Such a system was issued in August, 1936, effective 
on January 1, 1937, but as a number of the larger public-utility 
holding companies have not registered under the act, the uniform 
system is not yet in general use.
Undoubtedly, with a policy of cooperation between the com­
mission and the accounting profession such as has been estab­
lished in the administration of the securities act and the securi­
ties-exchange act, any differences of opinion as to  the functioning 
of the uniform system or as to the form of presentation of finan­
cial statements can be satisfactorily reconciled.
R e g u l a t io n  th r o u g h  T a x a t io n
When in 1913 the sixteenth amendment to the Constitution 
was declared in force and Congress was thereby empowered “ to 
lay and collect taxes on incomes, from whatever source derived,” 
it was not foreseen th a t the Federal income-tax law would 
eventually become a means for effectuating economic and social 
reform and th a t taxation could and would be used not only as a 
fiscal but also as a punitive measure.
From the viewpoint of our profession some of the provisions of 
the early income-tax laws were undoubtedly desirable. The recog­
nition of depreciation as an expense and the requirement for the 
maintenance of adequate records by the taxpayers have greatly 
contributed to the improvement of accounting practices and to 
the general recognition of sound accounting principles.
Our profession, however, has watched with growing appre­
hension the ever-increasing conflict between accepted principles 
of sound accounting and what is now termed “ tax accounting,” 
especially apparent during the recent years. Although the Treas­
ury Department has ruled th a t “ approved standard methods of 
accounting will ordinarily be regarded as clearly reflecting
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i n c o m e ," there often is, under the present income-tax law, a  wide 
variation between taxable net income and net income deter­
mined for business purposes in accordance with conservative 
accounting practices. The exceptions in the law itself and in 
subsequent regulations of the Treasury Department have indeed 
rendered this original ruling meaningless.
A complete criticism of the law and regulations is beyond the 
scope of this paper, but mention must be made of a few of the 
glaring incongruities of the present situation. For instance, 
where can we find justification for denial of consolidated returns 
for industry generally while permitting such returns for rail­
roads, for virtual disallowance of capital losses while capital 
gains are taxable, and for the whole concept of the undistributed- 
profits tax and its application?
The whole tax situation calls for the continuous efforts of all of 
us toward the amendment of the present law and regulations so 
tha t all incongruities, including those mentioned, will be elimi­
nated.
I t  is encouraging, however, tha t there are indications tha t the 
present tax law will be thoroughly revised, and there is reason to 
hope th a t a t least its most glaring inequities will be remedied.
F e d e r a l  T r a d e  C o m m issio n
The Federal Trade Commission was created in 1914 by the 
Federal Trade Commission act. This act declared unlawful “ un­
fair methods of competition” in interstate commerce and, in 
effect, was a supplement to the Sherman anti-trust law then in 
existence. The act affected all industries engaged in interstate 
commerce with the exception of banks and common carriers.
The functions of the commission were to be both legal and 
economic. The legal functions included the prevention of unfair 
competition and violations of anti-trust laws, and vested the 
commission with the powers of an administrative tribunal 
responsible to Congress. Economic functions of the commission 
comprised investigations and surveys of domestic industry and 
interstate and foreign commerce. Activities of the commission 
were further broadened by subsequent anti-trust legislation such 
as the Clayton act of 1914, the Webb-Pomerene export-trade 
act in 1918, and especially the Robinson-Patman act of 1936.
The Clayton act, approved on October 15, 1914, defined cer­
tain practices as being unfair methods of competition. The most 
important of these, from the viewpoint of our profession, was
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the provision relating to “ price discrimination” contained in 
section 2 of the act. This provision declared price discrimination 
between different purchasers to be unlawful when such discrimi­
nation would substantially lessen competition and would tend to 
create a monopoly. This section, however, did not prohibit dis­
crimination made in good faith to meet competition or based on 
differences in grade, quality or quantity or tha t made only due 
allowance for difference in the cost of selling or transportation.
Thus, for the first time, differences in quantity and due allow­
ance for difference in the cost of selling or transportation were 
apparently recognized as a  justification for differentials in price. 
However, neither the courts nor the commission took the view 
under the act th a t selling below cost, in itself, constituted unfair 
competition. Although the courts did not go into the question of 
whether or not differing rates of discount, regardless of quantity 
purchased, are justifiable, they generally held tha t section 2 of 
the Clayton act was aimed solely a t price discrimination between 
localities for the purpose of driving out competition.
Thus the Clayton act came to be regarded as limited in appli­
cation, and this fact, together with the sentiment against the 
growth of chain stores, was responsible, in a  large measure, for 
the enactment on June 19, 1936, of the Robinson-Patman act. 
This law not only has a broader application than its predecessor, 
but, in addition, contains penal provisions and apparently a t­
tempts to shift the burden of proof from the commission to the 
person accused of price discriminations and makes it unlawful to 
receive, as well as to allow, the type of price discriminations 
which it declares unlawful.
Time does not permit a  full discussion of this important 
statute, but the first proviso in section 2 (a) is of particular inter­
est to our profession. I t  reads as follows:
“ Provided, th a t nothing herein contained shall prevent dif­
ferentials which make only due allowance for differences in the 
cost of manufacture, sale, or delivery resulting from the differing 
methods or quantities in which such commodities are to such 
purchasers sold or delivered” :
Thus, a new field of accountancy presents itself with an oppor­
tunity for the profession to assist business in arriving a t distribu­
tion, as well as manufacturing, costs as a defense under the act. 
The determination of such costs should also play an important 
part in arriving a t price scales.
Until reliable precedents are established with regard to com­
plaints under the act, either by the commission or by the courts, 
it is not appropriate to attem pt to make detailed comments as to 
interpretation of the law or of the manner in which it will be 
applied by the commission. I t is interesting, however, to review 
the working of the law during its first year. In its first annual 
statem ent of the administration of the law, issued in June, 1937, 
the Federal Trade Commission reported tha t 291 investigations 
had been instituted and 152 of those completed. In respect of 
those completed, formal complaints were issued in the case of 22, 
98 were closed, and 32 were still awaiting disposition. In the 
majority of cases in which stop-orders have been issued, the 
issues involved were the payment of brokerage or commissions.
Two important cases in which complaints were dismissed by 
the commission are of particular interest to accountants. In one 
case a manufacturer allowed a discount to a large mail-order 
house which was not allowed in the price charged to retailers. 
In dismissing the complaint, the commission stated th a t a 
controlling fact in the disposition of the case was tha t the cost of 
selling to the mail-order house was much less than to ordinary 
retailers and tha t the difference in price came within the terms 
of a proviso of the Robinson-Patman act specifically permitting 
price differentials tha t make only due allowance for differences 
in the cost of selling.2 In the other case, the commission found 
tha t there was a reasonable presumption tha t the differences in 
cost of sale and delivery would justify the difference in prices.3
F e d e r a l  R e s e r v e  B oard
The regulatory activities of the Federal Reserve Board, out­
side of the recent provisions dealing with margin requirements in 
securities trading (known as regulations t  and U) , were, in gen­
eral, limited to the supervision of the activities of the twelve 
Federal Reserve banks and of the member banks of the system.
However, the board has been vitally interested in the proper 
presentation of financial information by borrowers from mem­
bers of the system, as their commercial paper could be redis­
counted with Federal Reserve banks on the strength of the bor­
rowers’ statements. The board, therefore, endeavored to obtain 
a certain standardization of presentation and of method of verifi­
cation of financial statements of borrowers, which included all
15 0  FIFTIETH ANNIVERSARY CELEBRATION
2 Bird Floor Covering Sales Corporation.
3 Kraft-Phenix Cheese Corporation.
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types of industrial and commercial concerns. This effort resolved 
itself into an educational program, rather than regulatory 
legislation.
In April, 1917, the board published in the Federal Reserve 
Bulletin a tentative proposal which outlined certain minimum 
requirements for the verification of financial statements, as well 
as a form of presentation of such statements. This proposal was 
actually developed by the American Institute of Accountants 
and was approved by the board after several conferences which 
were also attended by representatives of the Federal Trade Com­
mission. The original proposal was reprinted in pamphlet form 
in 1918 and obtained wide circulation. Subsequently this bulletin 
was revised twice by the American Institute of Accountants, 
first in May, 1929, and later in January, 1936, to conform to 
improving accounting practices. The title of the bulletin as 
revised in 1936, which was issued as a publication of the Ameri­
can Institute of Accountants, is Examination of Financial 
Statements by Independent Public Accountants.
These pamphlets have been an extremely important contribu­
tion to the improvement of accounting practices and the presen­
tation of financial statements during the past twenty years.
At this point, it is necessary to draw a distinction between the 
objects of the I.C.C. standard classification of accounts and the 
bulletins above described. The I.C.C. attempted to standardize 
the manner in which accounts should be classified and their 
results presented. The bulletins of the American Institute of 
Accountants prescribed only minimum procedure as to methods 
of verification and form of presentation of results, both of which, 
however, were sufficiently flexible to require the exercise of indi­
vidual judgment as to procedure in verification of financial data 
and as to the most appropriate form of presentation. Thus the 
bulletins were of particular aid to the younger members of the 
profession and were a distinct contribution to the development 
of higher standards of verification and presentation.
Regulations T and U of the Federal Reserve Board, which 
were issued under the authority conferred under the securities- 
exchange act of 1934, relate to loan values of securities and 
required margins, and apart from the accounting problems in­
volved in their creation, have had little interest for the profession 
a t large. I t is of interest, however, to note tha t the board re­
quested the advice and assistance of professional accountants in 
the preparation of these regulations.
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A recent regulation of the board, which is of great interest to 
our profession, is regulation F, dealing with trust powers of 
national banks and with their examination. Section 8 thereof 
provides for annual “ suitable audits” of trust departments by a 
committee of directors or by auditors appointed by the com­
mittee and responsible only to the board of directors.
Although this regulation does not specify audits by independ­
ent public accountants, the term “ auditors responsible only to 
the board of directors” will, no doubt, be interpreted to exclude 
members of the banks’ own staffs. Therefore, in the case of 
larger institutions, where a directors’ committee alone could not 
physically undertake the task of a “ suitable audit,” the demand 
will be for the assistance of public accountants. Here our profes­
sion can render a  valuable service in developing efficient examina­
tions.
S e c u r i t ie s  E x c h a n g e s
The close cooperation which has existed between quasi-public 
authorities and the profession of accountancy and the beneficial 
results derived therefrom by the public a t large is well exempli­
fied in the case of securities exchanges.
Prior to 1933, when broad regulatory powers were granted to 
the Federal Trade Commission by the securities act of 1933 and 
later to the Securities and Exchange Commission by the securi­
ties-exchange act of 1934, the extent of Governmental regulation 
and supervision over industrial corporations was practically 
negligible. Outside of so-called anti-trust laws, the Federal Trade 
Commission act, and the internal-revenue acts, there were no 
Federal laws affecting industrial corporations, and such laws as 
were operative in the various states provided no real protection 
to the investor in so far as presentation of adequate and accurate 
financial information was concerned.
The securities exchanges, in admitting securities for trading 
on their floors, felt an increasing obligation on their part to 
provide investors with certain safeguards in the form of compre­
hensive historical and financial information, which would be 
available to the general public and would act as a safeguard 
against exaggerated representations as to the qualities of the 
securities by over-optimistic corporation officers, investment 
dealers and security salesmen.
Therefore, some measure of control over corporations whose 
securities were listed was assumed by securities exchanges
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through their right to prescribe certain regulations for “ listing” 
of securities and, as the leading exchanges framed these require­
ments in close cooperation with representatives of the accounting 
profession, they not only contributed to the improvement of 
accounting standards of the larger industrial corporations, long 
before the enactment of regulatory legislation, but also facilitated 
the enforcement of the new securities legislation later enacted.
The special committee on cooperation with stock exchanges of 
the American Institute of Accountants has in many instances 
assisted the exchanges, and especially the New York Stock Ex­
change, in formulating opinions on accounting policies and prac­
tices. Although it was impossible in all cases for the exchange to 
make these opinions compulsory of adoption, the “ declarations 
of policy” issued in this respect by the exchange went a long way 
toward the improvement of accounting policies adopted by the 
listed companies.
The question of quarterly statements has aways been a con­
troversial point between the accounting profession and regula­
tory bodies. The view held by many accountants tha t quarterly 
reports in many cases are actually meaningless and misleading 
because of the practical inability of large corporations to supply 
adequate quarterly inventory figures, accurate estimates of such 
accruals as for income and undistributed-profits taxes, and the 
possible seasonal variations which would tend to distort results, 
has so far been controlling; the furnishing of quarterly state­
ments has not been made a requirement either by the S.E.C. or 
the New York Stock Exchange. The stock-exchange authorities, 
however, offered an alternative in agreeing to accept figures for 
the twelve months ending with the current quarter, which have 
the effect of eliminating the influence of seasonal variations.
N a t io n a l  I n d u s t r ia l  R e c o v e r y  A ct
The national-industrial-recovery act, enacted in June, 1933, 
though since declared unconstitutional, is nevertheless of interest 
to our profession in its attem pt, through the medium of account­
ancy, to regulate business transactions in what has been aptly 
termed “ this uncontrollable world.” The purposes of the act 
covered a broad field and included elimination of unfair competi­
tive practices, removal of obstructions to the free flow of inter­
state and foreign commerce, the increase of consumption, the 
reduction of unemployment and the improvement of standards 
of labor. Broad powers were conferred on the President, which
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included the approval of codes of fair competition for industries, 
and whenever the President should find th a t destructive wage or 
price cutting or other activities contrary to the policy of the act 
were being practiced, he was given the power to license business 
enterprises in order to enforce on them a code of fair competi­
tion. The President was also authorized, as a condition of his 
approval of any code, to impose such conditions (including 
requirements for the making of reports and the keeping of 
accounts) as he, in his discretion, might deem necessary.
The act was generally interpreted as a bargain between gov­
ernment and industry whereby industry, in return for certain 
concessions, would have the right to enter into enforcible agree­
ments as to minimum prices and thereby bring about more 
profitable operations.
The price-fixing concepts of the act found their expression in 
the provision prohibiting sales below cost, which was embodied 
in the great majority of codes of fair competition promulgated 
under the N.I.R.A., until in June, 1934, the administration 
abandoned this means of price control.
Obviously, the term “ costs,” if it were to be used as a basis 
for determining fair prices, called for an official interpretation. 
Such interpretation would either have to set a certain formula or 
a complete outline of cost-finding methods. As a result, a  number 
of codes used “ cost of production” as a basis, rather than the 
total cost of production and distribution. This basis was mani­
festly unfair, as distribution costs varied greatly with the size 
of companies and their selling policies. But in determining even 
“ production costs,” it was soon discovered th a t cost practices 
among different industries, as well as within any one industry, 
necessarily differed widely. Only very loose standards could be 
prescribed by the code regulations, and this looseness defeated 
their purpose in a great measure.
A great number of codes prescribed what was generally 
termed a uniform cost system, but as real uniformity was im­
possible of accomplishment, the codes required the members to 
maintain, a t least, a system “ as detailed and complete as the 
uniform system.” Therefore, the “ uniform” system became a 
mere standard for minimum requirements for detail and did not 
introduce any actual uniformity.
As soon as the government abandoned, in June, 1934, its a t­
tem pt to prohibit sales below cost, the whole scheme of price- 
fixing collapsed, and the subsequent adverse decision of the
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Supreme Court put an end to efforts of the Federal Government 
to regulate industry through code authorities.
One of the lasting effects of the N.I.R.A., which is worth men­
tioning, was the voluntary effort on the part of many industries 
to develop closer cooperation among their members through 
trade and professional associations. This resulted in the develop­
ment of ethical codes which, while not readily enforcible, tended 
to lay down certain principles and rules of fair competition and 
also, in some cases, called for sounder accounting policies among 
its members.
The feature of N.I.R.A. of most interest to us was the failure 
of the attem pt to control prices through costs, which was ad­
mitted long before the act was declared unconstitutional. The 
same concept had previously been tried without success under 
the Clayton act and is now the basis of administering of the 
Robinson-Patman act, to which reference has already been made.
O t h e r  S t a t e  R e g u l a t io n
Outside of state regulation of public utilities, the influence on 
the profession of accountancy of other state regulatory legisla­
tion such as “ corporation” laws, “ blue-sky laws,” and banking 
and insurance legislation is worthy of comment.
Probably the most important shortcomings of the state cor­
poration laws, from an accountant’s viewpoint, arise from the 
indifferent treatm ent of accounting matters and the loose usage 
of accounting terminology. While there is, necessarily, a certain 
amount of uniformity in the corporation laws of the 48 states, 
this uniformity in many cases was caused not so much by a 
desire to establish standardized practices, as by a  tendency to 
copy the provisions of laws already in existence. Most of the 
corporation laws were originally enacted many years ago when 
accounting and the accountancy profession did not enjoy their 
present-day prominence, and the framers of the early legislation 
consulted accountants seldom, if a t all.
Also, as a rule, the legal concepts of accounting and its termi­
nology, unfortunately, do not conform, in many instances, to 
accepted principles of accounting and, even when accountants 
are consulted by legislators, the results frequently leave much to 
be desired.
The inconsistency and obsolescence of the majority of state 
corporation laws is a m atter of general knowledge and, while 
Federal regulatory legislation has, as a rule, recognized the
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importance of independent accounting opinions and has adopted 
its regulations in stride with the evolution of accounting princi­
ples, the state legislatures, in this respect, are still in the “ horse 
and buggy” age.
During recent years there has been much agitation, in certain 
quarters, for a Federal licensing or incorporation law, and certain 
recommendations, particularly with respect to public-utility 
holding companies, were made to th a t effect in 1935 by the 
Federal Trade Commission.
Obviously, any Federal licensing or incorporation law could 
apply only to corporations engaged in interstate commerce, and 
its effect would probably be to force the incorporation of local 
subsidiaries in each state where the particular company was 
engaged in business. However, all agitation for a Federal act of 
this nature has resulted, so far, only in the public-utility-holding- 
company act of 1935, though two bills providing for Federal 
licensing of companies engaged in interstate commerce were 
pending a t the adjournment of the last session of Congress.
The possibilities of the enactment by the several states of a 
uniform corporation law appear to be slight a t present, but 
should there be any sustained movement in tha t direction, the 
accounting profession could, undoubtedly, render an immeasur­
able service to the legal profession and to the general public in 
the formulation of sound accounting requirements.
At present, it appears tha t a partial remedy for inconsistent 
and unsound accounting practices permissible under the state 
corporation laws lies in the functioning of the Securities and 
Exchange Commission for, under its regulations, the independent 
accountant is free to express his opinion of the propriety of a 
particular accounting practice, whether or not it is sanctioned by 
state law.
The development and the underlying principles of the state 
“ blue-sky” laws and the practices thereunder are just as hap­
hazard as those of corporation laws. In many states such laws are 
little more than fraud statutes; in other states, the regulations 
are directed toward distributors of securities who are required to 
qualify; while in other states the securities offered for sale have 
to meet certain tests as to character, asset valuation, earning 
power, and the like.
I t  is interesting to note, however, tha t many of the state 
blue-sky laws require tha t financial statements of the issuing cor­
porations be certified by independent accountants. Also notewor­
thy is the fact tha t many states exempt from the requirements 
of their blue-sky laws, not only governmental and public-utility 
securities, but securities listed on the leading stock exchanges as 
well.
The importance of the blue-sky laws was greatly reduced by 
the passage of the securities act and the securities-exchange act, 
which a t present regulate the issuance and trading in securities 
with such an all-inclusive broadness th a t it is highly improbable 
tha t any important issue of securities could be interpreted as 
entirely intrastate and, therefore, not subject to these regula­
tions.
The state insurance and banking laws are primarily concerned 
with keeping banking and the insurance business on conserva­
tive grounds. These laws usually limit the type of business in 
which these institutions may engage and the type of investments 
they may carry, and appoint some suitable agency to exercise 
certain supervisory and regulatory functions.
These supervisory agencies are usually handicapped from the 
outset by the general vagueness of the statutes, the absence of 
clear definitions of accounting terms in the law itself, and the 
lack of appropriations and necessary personnel for effective 
supervision. Terms like “ guaranty fund," “ capital,” “ reserves,” 
“ unimpaired surplus,” are usually in dire need of definition, and 
because of the uncertainty of their interpretation, the form of 
financial statements required by such agencies is, of necessity, 
inadequate from an accounting viewpoint. W ith the passage of 
the national banking law and later of the Federal reserve act, 
the state banking laws were in many cases greatly improved 
through amendments tending to reconcile them with the provi­
sions of the Federal acts. Insurance laws, however, have changed 
in most states but little since their inception.
A novel departure in accounting principles was sponsored by 
the National Convention of Insurance Commissioners and gen­
erally adopted during the depression. In 1932 and 1933 the origi­
nal cost of securities owned by insurance companies was entirely 
out of proportion to the then depressed market valuations and, 
if such securities had been valued a t prevailing m arket prices, 
many of these institutions would have been shown to be either 
insolvent or on the verge of insolvency. These authorities, there­
fore, established “ intrinsic” values for marketable securities 
generally known as “ convention valuations.” In effect, these 
valuations were arbitrary and were fixed somewhere between
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predepression cost and the current market value. Perhaps this 
novel method of valuation of investment securities was justified 
from the viewpoint of public policy and because of the existing 
emergency; however, the principle of valuation of assets by gov­
ernmental fiat in a  published balance-sheet finds no sanction in 
the tenets of sound accounting principles.
A recent and encouraging tendency in state banking laws is to 
permit and suggest outside expert assistance to the boards of 
directors in their periodic examinations. Admittedly, these 
boards are not equipped to conduct effective examinations with­
out the assistance of either the bank’s internal auditing staff or 
outside accountants. I t  would appear th a t the use of the internal 
auditing staff defeats, in a  measure, the purpose of a  directors’ 
examination, and it has, therefore, become the practice of larger 
banking institutions in several states to employ independent 
accountants. The accounting profession has shown its ability, 
not only to conduct efficient examinations, but also to improve 
the accounting presentation of the results.
In  c o n c l u s io n , it can be fairly stated tha t the development of the profession during the past fifty years has been along sound 
lines, steady and continuous, and has been made possible largely 
through devotion to its general welfare by individual members. 
A t great sacrifice, the standards of progress have been carried by 
leaders, unselfish in motive and devoted to professional ideals.
The profession acknowledges with gratitude the assistance 
received from regulatory bodies toward the accomplishment of its 
ideals and, in particular, hails the administration by the Securi­
ties and Exchange Commission of the acts coming under its 
jurisdiction, as demonstrating the value of close cooperation 
between regulatory bodies and our profession. Perhaps it is not 
too late to hope that, in those cases in which such cooperation 
has been lacking in the past, the time may yet arrive when we 
shall be consulted, not only as to the administration of legisla­
tion involving accounting problems, but also as to proposed 
legislation and the problems in our field which it will create. No 
longer can we sit idly by while such legislation is under considera­
tion. We must take more positive action than ever before, and 
insist tha t our experience entitles us to be heard and to be heeded.
While most of the developments by regulatory bodies in the 
past th irty  years are here to stay, there is no justification for 
our supinely accepting those which we consider unsound from
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an economic or social viewpoint. Instead, let us be continuously 
on guard to see tha t legislators are given the benefit of the best 
of our experience, not only as to proposed legislation, but also 
toward the amendment of legislation in force which we believe 
to be unsound.
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The Banquet
Th e  fiftieth anniversary celebration culminated in a banquet held on the evening of October 21st in the grand ballroom of 
the Waldorf-Astoria. Mr. Clem W. Collins, of Denver, president- 
nominate of the Institute, presided as toastmaster, and addressed 
these remarks to the assembly:
T h e  T o a s t m a s t e r ’s A d d r e s s
Once each year, as the high point of all its serious work, its 
important deliberations, and its learned discussions, to say noth­
ing of its gayer diversions, the American Institute of Accountants 
does itself the honor of holding a banquet where it has the ladies 
as its guests of honor. This serves a double purpose: I t  lends 
beauty and charm to this important occasion, and it helps us 
square ourselves for our neglect during the preceding three or 
four days.
While we have been enjoying this delightful occasion, others 
have been less fortunate. Many members and friends who would 
have liked to be with us, but who are unavoidably absent, are, 
nevertheless, with us in spirit and have remembered us with 
messages.
We have seated a t the head table this evening, thirty-five 
distinguished representatives of government, industry and fi­
nance. I wish I had time to introduce each one to you and to tell 
you of the important part each plays in the affairs of our country, 
but time will not permit. However, their names are printed in the 
program.
This banquet tonight is the climax of a most significant cele­
bration—the celebration of the golden anniversary of our pro­
fession in America, and the celebration of the first anniversary of 
its reunion through the merger of the American Society of Certi­
fied Public Accountants and the American Institute of Account­
ants. Both events which we celebrate this week are important 
epochs in the advancement of the profession and in its contribu­
tion to society.
Fifty years ago in this city, organized professional accountancy 
was born. I t  was christened “ The American Association of 
Public Accountants,” and tonight tha t organization is your host. 
I t  has functioned for half a century without interruption, except 
to  change its name to "The American Institute of Accountants.”
There were 31 charter members when it was organized in 1887. 
The oldest society of public accountants in the world a t that
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time was the Edinburgh Society of Chartered Accountants, 
which had 200 members. I t is probably safe to say tha t the total 
membership of professional accounting societies in the world a t 
tha t time, was less than 2,000, and there were probably not 
more than 100 public accountants in all America.
The environment into which this precocious youngster was 
bom, proved to be healthful and conducive to growth. Today the 
state societies have 7,000 members and the American Institute of 
Accountants has 5,000 members.
That accountants are progressive and are awake to the bene­
fits of organization, is shown by the fact th a t one third of the 
qualified members of the profession are members of this Insti­
tute—a much greater percentage than in other professions. 
The American Bar Association has but 16 per cent. of the lawyers 
in its membership.
The growth of the profession has brought with it increasing 
responsibilities to which public accountants everywhere have 
sincerely endeavored to measure up. Rigid codes of ethics have 
been adopted, standards of education and training requisite for 
admission to the profession have been progressively raised, and 
self-imposed moral responsibility has kept well in advance of 
legal liability. The accounting profession in this first fifty years 
of its life has come to be looked upon as an arm of strengh to 
business and a safeguard to the investing public.
Our speaker this evening, through the im portant position he 
occupies, is the most outstanding representative of tha t investing 
public.
To the rank and file of the people in the more primitive sec­
tions of the United States (I refer particularly to tha t backward 
section west of the Hudson River), the mention of Wall Street or 
the New York Stock Exchange brings up before the imagination 
a rotund gentleman with a silk hat on his head, spats on his feet 
and dollar marks on his clothes, whose chief pastime is sitting on 
the little fellow or engaging in the rural diversion of shearing 
lambs.
I am told there are accountants who understand what goes on 
in Wall Street and who know the silk-hatted gentleman inti­
mately and who assure us tha t he has a  heart of gold. One of the 
most outstanding of these accountants is with us tonight.
I have the honor to present to you one of the most distin­
guished members of our profession, Mr. George O. May, who 
will introduce the speaker of the evening.
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I n t r o d u c t i o n  o f  t h e  S p e a k e r
Mr. George O. May, of New York, then introduced Mr. 
Charles R. Gay, president of the New York Stock Exchange, as 
follows:
I am very grateful to the committee on arrangments for the 
privilege which they have given me of introducing the guest 
speaker this evening. You are all aware of his identity, and you 
will readily understand tha t many outside our profession are 
interested in anything he may have to say, especially a t this 
time. I t  has been arranged, therefore, tha t his speech shall be 
broadcast, and it will be my duty to introduce him to the larger 
audience. Naturally, I shall be scrupulous not to encroach unduly 
on his time, and I hope tha t you will not allow your kind feeling 
for him to betray you into demonstrations which would also en­
croach on his time. You will have ample opportunity to express 
your  feelings when his address is concluded.
Our joint interest with the Exchange relates, of course, to its 
efforts to secure the publication of corporate reports tha t would 
be as helpful and informative to potential investors as they can in 
practice be made. We have been cooperating in this effort for 
many years. I think we can fairly claim to have made substantial 
progress. But we have recognized the need for education and the 
dangers of undue haste. The President, in his recent fireside chat, 
using the homely language which he employs so effectively, said 
tha t "so long as we are traveling on the right road, it does not 
make much difference if occasionally we hit a ‘Thank you, 
m arm.’” Our professional caution leads us to add the proviso— 
so long as we are not attempting to drive too fast. In the horse- 
and-buggy age, tha t proviso may not have been v ita l; but in the 
machine age it certainly is. W ith the horse and buggy, and in the 
automobile, despite occasional back-seat drivers, control of the 
speed and course are in the hands of the driver.
Our guest tonight is in a less fortunate position. Changing the 
analogy somewhat, his position might be compared to tha t of a  
captain commanding a ship in shoal and dangerous waters, the 
course and speed of which are being determined by a group of 
pilots having no particular interest in the ship or its crew, but 
having, in addition to a deep concern for the welfare of the 
passengers, a craving for speed, a passion for experiment, and a 
profound conviction th a t the advice of the captain is suspect 
because he is an interested party. I am sure you will agree tha t 
we envy the courage tha t led him to accept the position.
Members of the American Institute of Accountants, our guests, 
and members of the radio audience, I have great pleasure in 
presenting Mr. Charles R. Gay, president of the New York 
Stock Exchange.
Security Markets and Business Progress
By C h a r l e s  R. Gay
I am honored tha t you have asked me to address you on this notable occasion in the life of your great Institute. A fiftieth 
anniversary is an important event, and the one you are celebrat­
ing measures a  period of greater significance, perhaps, in the 
development of our society than any like period tha t has pre­
ceded it, if we except the important decades a century or more 
ago when the nation was proving its fitness for self-government.
Among the many important developments of the last fifty 
years, one may undoubtedly include the growth of the corporate 
method of carrying on business. Prior to th a t time there were, in 
this country a t least, few private corporations except those 
conducting railroads, banks and canals. Fifty years ago, there 
were, for example, listed on the New York Stock Exchange only 
125 stock issues and nine bond issues, other than those of rail­
roads. Today we have listed, all told, 1,253 stock issues and 1,385 
bond issues. During the period measured by the life span of your 
Institute, the large-scale, efficient conduct of business by cor­
porations has grown until it is now estimated that, excluding 
agriculture, three-fourths of the nation’s business is transacted 
by corporations as producers, buyers, sellers or some combination 
of these activities.
To this growth of corporations you have greatly contributed. 
By your examinations and reports you have helped to establish 
tha t confidence in the fairness of corporate financial statements, 
without which a diversified ownership separated from direct 
management could not readily function. On the findings of your 
reports, grave policy decisions are made affecting the welfare of 
many people, and the wisdom of such decisions must rest on the 
accuracy and adequacy of your work.
The stock exchanges of the country, and particularly the New 
York Stock Exchange, have also played an important part in the 
development of the corporate form of business. This community 
of interest between accountants and the stock exchange has 
naturally led to an interest in each others’ aims and purposes. 
The bond has been drawn closer in recent years when the ex­
change, in an effort to improve its listing requirements and, par­
ticularly, the methods of reporting the financial results of listed
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corporations, sought the aid of the leaders of your profession. 
This ultimately resulted in the appointment of your able com­
mittee on cooperation with stock exchanges, which has so gen­
erously assisted in the improvement of the exchange’s technique 
and the form and substance of corporate reports. I t  gives us 
pleasure to think tha t we, in the dual capacity of clearing house 
and question mark, may have contributed to some extent in 
your marked advance of recent years. Because of this close com­
munity of interest which has united us, it is with the warmth of 
established friendship tha t I congratulate you on this, the fiftieth 
anniversary of your Institute.
For a generation your profession has faithfully served business 
and contributed to its progress. For many decades the security 
markets, also, have served business and contributed to its prog­
ress. When I was invited six weeks ago to address this Institute, 
it seemed appropriate tha t I should discuss the relationship of 
security markets to business progress. In view of the recent 
declines in security prices, it seems even more appropriate tha t 
we should strive to attain a balanced perspective in order tha t 
dispassionate judgments may be formed.
I have no thought of provoking idle controversy. I recall 
Oscar Wilde’s caustic comment on a man who loved controversy. 
“ He has no enemies,” said Wilde, “ but none of his friends likes 
him.”
D e v e l o p m e n t  o f  C o r p o r a t i o n s  a n d  S e c u r i t y  M a r k e t s
I t  is not necessary to tell this informed group tha t the extraor­
dinary industrial expansion of the past century would have been 
much slower, if not impossible, without the development of the 
corporate form of business on the one hand, and the mechanisms 
of the security markets on the other. Mass production requires 
mass aggregations of capital beyond the resources of individuals 
—hence the corporation. Production by machinery calls for in­
vestment in installations of machinery before the first unit of 
output may be produced. Transportation by rail requires the 
investment of large sums in roadbed and equipment before the 
first carload moves. The electric light will not give forth illumi­
nation until the power plant has been installed and set in opera­
tion. The essence of progress in living standards is the steady 
flow of capital into new productive enterprises. Stop tha t flow of 
new capital, and living standards cease to improve. Free it, and 
there come in its wake new jobs for more people, better pay,
SECURITY MARKETS AND BUSINESS PROGRESS 16 9
greater production, and thus more of the good things of life for 
everybody. This has been a fundamental of industrial progress 
throughout the world. Under it this nation has grown to great­
ness, attained power, and achieved for its people living standards 
incomparably better than those of other times and other places. 
We of today will be wise, when we hear capitalism and business 
condemned, to remember the fact and then let it bite deeply into 
our minds th a t national growth and vitality are one with the 
flow of new corporate capital into productive enterprise. Nor 
should we forget th a t it is of vital significance that, hand in hand 
with industrial expansion, has been the development of corpora­
tions such as you serve and of the exchanges which provide 
markets for their stocks and bonds.
T h e  M a r k e t s  a n d  t h e  P e o p l e
Security markets have a difficult r61e to fulfill because they 
are dramatic and often spectacular. They are dramatic because 
in them the ownership of the nation’s wealth changes hands; and 
it changes hands, not secretly, but in amounts and a t prices 
which are almost instantly made public throughout the world. In 
the nation’s economy, they stand out like beacon lights. In the 
past, when prices went down, the public disappointment tended 
to focus upon the market places themselves, rather than upon the 
underlying causes of the decline. This was easily and sympa­
thetically to be understood, for the conspicuousness of the mar­
kets often made it difficult to realize tha t prices, in reality, 
respond to the people’s own estimate of values—not the values 
set by Wall Street, but by a thousand Main Streets. We have 
seen such events time and again in the history of security mar­
kets. They undoubtedly will happen again in the future until, 
first, the more thoughtful people and then all the people realize 
that, even in the most ideal market, values will be subject to 
change so long as we live in a vivid world, if only as the result of 
those developments which make for progress and higher living 
standards. They render an essential service to the economy of any 
given day, and in the degree to which their functioning may be 
impaired, the nation’s welfare must suffer.
T h e  F u n c t i o n s  o f  S e c u r i t y  M a r k e t s
I suppose th a t most of us would classify the economic functions 
of security markets into two broad categories. The most apparent 
of these is, of course, their service to the millions of investors in
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providing the mechanism whereby they may convert their se­
curities into cash when need or inclination so dictates. The other 
has to do with the part tha t security markets play in the flow of 
new capital into productive enterprise. I t  is probably not too 
dogmatic to hold tha t the principal service tha t can be afforded 
investors is to provide free and open markets. The term “ liquid­
i ty " has echoed down the decades of security-market history as 
an ideal ever to be striven for; it has been heard so often tha t to 
some it may have become trite. Indeed, on certain facile tongues 
it has come to be ridiculed, even as the qualities of thrift, hard 
work and private enterprise have also been belittled. Neverthe­
less, it is still true th a t the liquid market provides the greatest 
possible measure of real service to investors.
Thus, if a  common-place observation may be excused, let me 
say this: The only way tha t a security can be used up by its 
owner is through first converting it into cash by sale. You may 
not be able easily to sell your house, but you can still live in it. 
I t  may be difficult to dispose of your automobile, but you can still 
ride in it. In the case of securities more than for most other 
forms of property, the importance to the millions of institutional 
and individual investors of being able to sell when the need 
arises can scarcely be overestimated. Even the borrowing of 
money on a security depends upon the ability of the lender to 
sell it should tha t become necessary.
If occasion calls for the sale of a  security, a  buyer must be 
found. The finding of buyers for most sorts of property is not 
easy; it is often costly. I suppose tha t nothing would please the 
seller of any property more than to have all the people in the 
world who are interested in buying it assembled, either personally 
or by representation, in one place openly and competitively to 
bid for his property. In tha t fashion only would the seller be 
assured tha t he had obtained the best possible price. Such mar­
kets have not been created for most forms of property, but on the 
organized exchanges of this conutry such markets have been 
created for listed securities. If I may use the New York Stock 
Exchange as an example, it provides a continuous, competitive, 
public auction for stocks and bonds on its floor. By the wide­
spread wire networks of its member houses, by the policy almost 
instantly of telling the world through its ticker service the prices 
a t which sales are made, by the international operations through 
which foreign demand is made effective, the exchange has 
evolved a mechanism by which the seller of listed securities may
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bring virtually the whole world of buyers to his door, to bid 
competitively and publicly for the security which he wishes to 
sell. The ultimate marketability of any property is naturally de­
termined by the willingness of all people to purchase it. The 
practical marketability of securities is the result of an evolution­
ary development of an organization which, in its essence, is sim­
ply a  device for bringing together in one place the maximum 
possible number of buyers and sellers. Such a device renders a  
fundamental service to investors for, as I have pointed out, the 
security which has no market cannot be consumed by its 
owner.
C u r t a i l e d  C a p i t a l  F l o w s
At the present time, it is as im portant to view the security 
markets in relation to the flow of capital into new corporate 
enterprise as in relation to their service to investors. I think the 
reason for this is th a t the nation is today in more desperate need 
of having its avenues for capital expansion opened up than a t 
any time since the war.
This depression from which we hope we are emerging has been 
characterized not only by its great length and depth. For nearly 
eight years production has been below normal, and the creating 
of new wealth has been grievously curtailed. New capital ob­
tained by industry through capital flotations last year, for ex­
ample, amounted to a billion, two hundred million dollars. In 
1933 it amounted to only 161 million dollars. These figures com­
pare with annual totals just before the depression ranging from 
four and one half to nearly nine billion dollars. That important 
shortages of productive wealth now exist is generally conceded, 
and indeed, during the past year the practical current capacity 
of this nation to produce goods has been substantially employed. 
Such recovery from the depression, as has thus far been experi­
enced, has been, in large measure, due not so much to the expand­
ing payrolls tha t attend new construction as to the stimulation 
of consumers’ buying by the disbursement of Federal funds.
Against this background, it is difficult to draw any conclusion 
other than tha t government spending of deficit-created funds 
must be replaced by private investment in productive wealth. 
Enterprise should be encouraged and private investment—the 
willingness of owners of surplus funds to assume the risks of 
legitimate business enterprise—should, in such circumstances, be 
encouraged. Increased employment and continuing advances in
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living standards require conditions tha t will induce the renewed 
flow of private capital into productive investment.
S e c u r i t y  M a r k e t s  a n d  C a p i t a l  F l o w s
The question may be asked: W hat have the security markets 
to do with the issuing of new securities?
If one looks back over the records for as many years as are 
available, he will find th a t there is surprisingly close similarity 
of fluctuation in the dollar volume of activity on the New York 
Stock Exchange, year by year, and the dollar value of securities 
issued by corporations for the purpose of obtaining new capital.
This does not mean, of course, th a t increasing activity on the 
New York Stock Exchange will necessarily produce increased 
flow of capital, bu t the close relationship which has persisted in 
the past does demonstrate tha t large volumes of new securities 
may not be sold in periods when security markets are thin and 
weak or inactive.
Let us consider the ordinary experiences of all of us. Undoubt­
edly all of you have saved money to make provision for the future. 
Probably all of you have, from time to time, invested such money 
in securities. Would you have purchased your securities if you 
had doubted th a t you would be able to sell them when you 
wanted to? Is it not true tha t savings are created for use in the 
future, rather than the present, and for those savings to be in­
vested in securities the investor must be confident th a t he can sell 
them, not only initially, but continuously thereafter? I t  is a 
commonplace of any underwriter’s office th a t it is almost impos­
sible to distribute new issues when security prices are uncertain 
or are declining or when markets are thin and inadequate.
There can be no doubt tha t the condition most essential to 
ready investment by the many in the productive wealth of the 
nation is the prompt convertibility into cash of the stock or bond 
representing th a t investment. The investor must, to the degree 
consistent with the type of property which he holds and the risks 
which he has assumed, be able to obtain the money equivalent a t 
the time when his personal needs or desires make it advisable.
Thus we come to the interesting and important conclusion tha t 
the type of security market which best serves the investors’ 
interest is also the one which best serves the public welfare in the 
sense of promoting the flow of capital into new productive enter­
prises. That flow, as we all know, is now most essential. Suppose 
for a moment th a t we do not get this flow. Let us make the sup­
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position in even grimmer terms and say that henceforth in this 
country there will be no expansion of productive capacity. W hat 
then? Do I need to detail the consequences to the future living 
standards of a still expanding population?
T h e  O b j e c t i v e s  o f  t h e  N e w  Y o r k  S t o c k  E x c h a n g e
If I may now speak of the New York Stock Exchange again, 
I say in all sincerity that it has a deep sense of obligation to 
promote the public welfare. Founded in 1792, its first constitution 
was signed by its then members only three years after the Con­
stitution of the United States was adopted by the original states. 
For 145 years it has had its growing pains and has made its mis­
takes, but it has, nevertheless, been performing a service essential 
to progress. I t has grown with the country until it has become 
a great world market founded upon the simple premise tha t its 
members must conduct their business in accordance with just 
and equitable principles of trade. I t could not have continued to 
serve or even exist, had its contribution not been real. I t is a pub­
lic institution which seeks to provide a market place which will 
best serve the public. I t  has the same objectives as those who 
regulate its affairs under government sanction.
C o n c l u s i o n
In concluding my comments this evening, I wish to draw your 
attention again to our nation’s impressive record of business 
progress, to the vital part tha t corporations, security markets 
and the flow of new capital into productive enterprise have 
played, and to the grave problem which the interruption of that 
flow now presents.
Through the accident of abundant natural resources, through 
the pioneer spirit of initiative and free private enterprise, through 
a recognition of the wholesomeness of competition, through 
energy and thrift, we have built for ourselves a standard of living, 
and thereby a basis of security for our people, beyond the dreams 
of even such a short while ago as the day when your Institute 
came into being. Out of the story of the past, we have learned and 
we have proved tha t progress comes through the inventiveness, 
through the initiative, through the energy and the thrift of 
individuals and of individuals associating themselves together 
for the furtherance of particular projects. T hat progress could 
not have been so impressive without the growth of corporations 
or of organized markets for their stocks and bonds.
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Recovery from depression requires us to replace plant worn out 
in famine years and to build new productive capacity to provide 
for new demands. These processes of expansion and the move­
ment of private capital into productive investment—which 
alone can provide the needed expansion—are inadequate in 
terms of our current needs. Can there be doubt that the time has 
come to encourage and foster business development and the in­
dividual initiative without which tha t development cannot take 
place? I t is my conviction tha t only through this means can the 
full and necessary measure of recovery be realized.
To this all-important objective I suggest tha t government, 
finance and industry, in a spirit of genuine understanding and 
cooperation, direct their most earnest efforts to the successful 
pursuit of a common program.
( The Banquet Continues)
T o a s t m a s t e r  C o l l i n s : Mr. Gay, we are honored to have 
had you as our guest tonight. We have been greatly enlight­
ened by your clear-headed analysis of our economic problems, 
and we appreciate the picture you have given us of how the 
wheels go around in the New York Stock Exchange. I think I can 
assure you tha t hereafter most of us will be able to discern on the 
countenance of the gentleman with the silk hat and the dollar 
marks a t least a faint expression of sympathy.
To my mind this occasion would not be complete without a 
word from our president. Colonel Montgomery has always been a 
tireless worker in behalf of the profession. He served as president 
of this body before it assumed its present name and he is now 
finishing a third term as its presiding officer. For over fifteen 
years he has worked consistently and continuously for the Unit­
ing of the profession into one national organization. His efforts 
were crowned with success and this important objective was 
realized during his administration. His contribution to the 
profession has indeed been great. Therefore, I take great pleasure 
a t this time in calling upon our president, Colonel Robert H. 
Montgomery, for a few remarks.
P r e s i d e n t  R o b e r t  H. M o n t g o m e r y : Mr. Toastmaster, 
honored guests, friends: The dinner committee was more gener­
ous to me than to Mr. Gay. To him it assigned not a variable 
time such as 15, or 30, or 45 minutes, but they asked him to
THE BANQUET 175
speak 30 minutes. They gave me an option. They said, “ Will 
you speak a t the banquet for three or four minutes?”
I chose the three minutes, and within th a t time I am going to 
make a short confession. Going out of office tomorrow, it might 
be safe to do so.
During the two years of my term of office some of my friends 
have wondered why I kept referring to my advanced age and the 
fact tha t I am approaching my fiftieth anniversary in account­
ing. I didn’t  speak of tha t with particular pleasure myself, but 
my reason for it was th is : After I had mentioned it once or twice 
I noticed tha t from far and near there was a desire to help me out.
Time and time again there was some important thing to be 
done in the Institute which was taking quite a lot of time, and 
for fear tha t I would break down I found a number of volunteers. 
I think it was the most perfect system in the world, because 
whatever the Institute is today, is due to these friends, these 
members, the secretary and his staff, the executive committee, 
the other committees and members who during these two years 
have worked night and day for the profession, for the national 
organization.
I t  is my thought that you can’t  have a great national organiza­
tion unless you have great friendships, and tha t we have; we 
can’t  continue the great profession unless we have a great na­
tional organization, and tha t we have.
W hat I ask you tonight is to support your new president as 
you have supported me. He is much younger, and he probably 
can’t  put over as much as I have, but if you will support him 
even in a small measure as you have supported me for two years, 
he will be one of the happiest men in the world, as I tonight 
am the happiest.
T o a s t m a s t e r  C o l l i n s : I am going to ask Mr. H. L. H. Hill, 
who is senior past president of the Institute of Chartered Ac­
countants in England and Wales to say a few words to you. We 
had many requests from the visiting representatives from the 
foreign countries to express their appreciation. We haven’t  time 
for all to respond, so we are merely taking this occasion to ask 
Mr. Hill to express a  few words in behalf of these visitors. Mr. 
Hill!
M r . H. L. H. H il l : Mr. Chairman, ladies and gentlemen: To 
address even for a few minutes an audience of such a calibre is 
always a great privilege and sometimes almost a pleasure. I t is 
a very great compliment to be asked to achieve the impossible, 
and tonight I have been invited on behalf of the foreign visitors 
of the American Institute of Accountants to express a word of
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gratitude to the Institute for its abounding hospitality extended 
to them during the past week.
There are no words sufficient for my task. I will speak in the 
language of my country, as far as I know how in the language of 
the countries which I have the honor to represent—oh, indeed, in 
the language of America!
Further — and this is perhaps the most difficult part for the 
reason that you have no foreign debts; the word “ foreign” 
implies tha t we are strangers in a strange land, whereas we are 
friends from overseas and overland who have come to join you 
in your rejoicing—I am confident th a t if the nations of the world 
knew the state of kindliness that you have shown to us, the com­
pliments tha t are there, the international problems of the world 
would be solved once and for all.
All tha t I ask you to realize is tha t the gravity of my remarks 
is in ratio to the depth of our gratefulness. From the bottom of 
our hearts, we thank you!
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and Practice Since 1929
A Round Table
Th e  m e e t i n g  convened a t 2:30 P. M. on October 19th a t the Waldorf-Astoria, New York, with Mr. Rodney F. Starkey, 
of New York, presiding.
C h a ir m a n  S t a r k e y : Gentlemen, the purpose of this meeting is to 
have as many questions and as much discussion on those questions as 
possible.
In starting this open discussion I am going to state rather definitely, 
but briefly, some of my own opinions on the developments in account­
ing theory and practice since 1929, with the hope that those of you who 
care to take exception to any of these opinions, or care to elaborate on 
them further will do so.
Obviously, the topic of this discussion divides itself into two dis­
tinct questions—“What, if any, developments have there been in the 
theory of accounting as accepted and applied by professional account­
ants during the period?” and “ What, if any, changes have occurred in 
the practice of our profession?”
D e v e l o p m e n t s  i n  T h e o r y
As to the first point, from my own experience during this period, and 
even for some years before 1929, I do not believe that there has been 
much important new development in accounting theory. There has 
been, unfortunately, a great deal of loose thinking on this question, as 
evidenced by newspaper articles and speeches from various sources— 
some from within the body of our profession itself, some from academic 
accountants, some from newspaper writers and some from the repre­
sentatives of the Securities and Exchange Commission. In many in­
stances the inference has been given that since 1929 or, better perhaps, 
since 1933 accounting theories and principles have been discovered and 
enunciated which heretofore were practically unknown to the large body 
of professional accountants. Even such an unfortunate statement has 
been made to the effect that the accounting profession is experiencing a 
renaissance. I say “unfortunate” with respect to such expressions be­
cause during this period the appropriate committees of the American 
Institute of Accountants have been spending a great deal of time and 
effort in an educational program. This program has been conducted, 
not primarily for the benefit of practising professional accountants, but 
to assist the New York Stock Exchange listing committee and others 
interested in obtaining a more comprehensive understanding of the 
principles which professional accountants had been following, and to 
discuss and develop more satisfactory means of applying and expressing 
these principles in the presentation of financial statements by corpora­
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tions to their security holders. The outstanding contribution of this 
kind, of course, is the booklet issued by the Institute in September, 
1932, entitled Audits of Corporate Accounts—Correspondence between the 
Special Committee on Cooperation with Stock Exchanges and the Committee 
on Stock List of the New York Stock Exchange.
One of the most important things developed by the correspondence 
was that it is a practical impossibility to establish more than a very few 
so-called fundamental principles of accounting. This has been borne out 
further by the fact that, although many months ago the Securities and 
Exchange Commission stated that it proposed to issue from time to 
time releases enunciating accounting principles to be followed in the 
presentation of accounts, to date only two of these releases have been 
issued, strictly on accounting principles, and both of them are merely 
the application to specific cases of principles which I think generally 
have been adhered to for at least the last twenty years.
D e v e l o p m e n t s  i n  P r a c t ic e
As regards the second part of our discussion, the question of the devel­
opments in practice, quite the opposite condition exists. These develop­
ments, I believe, have been many and varied in type. Perhaps the 
outstanding development in the practice of the professional accountant 
in recent years has been the conception of that naive document, the defi­
ciency letter, which seems to be a constant source of communication 
between most practising accountants and those responsible for ad­
ministering the two securities acts in Washington. Another, and one 
which must cause all of us a great deal of concern, has been the develop­
ment of the voluminous explanatory footnotes. In many instances the 
primary accounts presented have receded into the background, buried 
under a deluge of such notes—some important and many unimportant.
A third development, which started before the enactment of either of 
the securities acts, initiated by the accountants themselves even prior 
to the period which we are now discussing, but slow of adoption by 
stock exchanges, bankers and corporation managers, has been the at­
tempt to prepare more comprehensive accounts containing more de­
tails, so that the average security holder would not be compelled to 
consult statistical services to learn of the more important developments 
during the period reported on by the company whose securities he holds. 
In a recent address Mr. Carman G. Blough, chief accountant for the 
Securities and Exchange Commission, urged that this development be 
continued.
Even in the development of practice, however, I think it must clearly 
be kept in mind that the standards first adopted and publicized for the 
New York Stock Exchange before the enactment of the securities acts 
and the standards subsequently adopted for the presentation of form 
and content of financial statements by the Securities and Exchange 
Commission and its various forms, with the accompanying rules and 
regulations, primarily were those developed over a great many years by 
practising accountants themselves. I think it is only fair to say that the 
rules and regulations promulgated under the securities acts for the most 
part represent only a codification of the best practices that have been
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followed by the leading professional accountants during the previous 
two decades. The codification which has been accomplished of the 
standards for the presentation of form and content of accounts un­
doubtedly has been helpful; if not primarily to practising accountants, 
it has been helpful to laymen. However, I believe that any development 
from this point on must be very carefully considered if we are to avoid a 
repetition of such voluminous classifications of accounts as have been 
promulgated by the Interstate Commerce Commission and the various 
state public-service commissions.
I am going to ask Mr. Samuel J. Broad to carry on from here for just a 
few moments and then I am going to ask for questions from the floor, 
and I hope that you will all participate. Mr. Broad!
M r . S a m u e l  J. B r o a d  (New York): I would like to say first that I 
am in general agreement with Mr. Starkey that since 1929, or even for 
some years before that, there has not been much important new devel­
opment in accounting theory. It would be a reflection upon ourselves, 
however, to hold that accounting practice has not registered advances, 
and that accounting technique has not shown improvement.
For many years accountants have been carrying on, systematically 
and otherwise, a process of education in accounting theory and ac­
counting practice. This they have done by means of discussions within 
professional circles, discussions with stock exchanges, with commercial 
and investment bankers and others, as well as through what has been 
called their “daily impacts” with their clients. Since 1933 their efforts 
have been strongly implemented by governmental authority. I believe 
we would all agree that in their endeavors to bring about proper prac­
tices and fuller disclosure the road of accountants has been made much 
easier since 1933.
D is t in c t io n  b e t w e e n  P r in c ip l e s  a n d  M e t h o d s
In dealing with this subject we should draw a distinction between 
accounting principles, which are few in number and must necessarily be 
general in their nature, and the methods of application of accounting 
principles. For example, one fundamental and very broad principle is 
that the income account for a year should bear all the charges applic­
able to that year, and under this general principle we make provision 
for depreciation, we write off unrealized inventory losses, we amortize 
discount on bonds, and so forth. There are, however, several approved 
methods of providing for depreciation, and the one most commonly in 
use is possibly not the most accurate. Similarly, in determining inven­
tory losses there are many methods of applying the formula which up 
to the present has been considered the preferable one for most indus­
tries, namely, cost or market, whichever is lower; and the volume of 
written and oral discussion regarding methods of treating bond dis­
count has, I sometimes think, been out of proportion to the importance 
of the item itself.
In view of the variety of approved methods which may be adopted in 
applying accounting principles, and in recognition of the effect which 
such choice may have on the financial and earnings picture, we have 
during the last few years come to emphasize strongly the importance of
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consistency in the use of the method selected. Consistency was first 
prominently emphasized in the correspondence with the New York 
Stock Exchange, to which Mr. Starkey has referred; later a committee 
of the American Institute of Accountants in a formal report submitted 
on August 3, 1934, to the then newly formed Securities and Exchange 
Commission stated that “ the application of consistent practice to the 
accounts of a corporation in successive years is of prime importance.'* 
The idea was further emphasized in the bulletin, Examination of Finan­
cial Statements by Independent Public Accountants, issued by the Insti­
tute in January, 1936. Provided of course that an acceptable method is 
adopted, the present view is that more importance may be attached to 
consistency in the application of that method than to the particular 
method chosen. This emphasis on consistency, in my view, is a notable 
development, a long step towards a more dependable record of progress.
E x t e n t  o f  D is c l o s u r e
As Mr. Starkey has pointed out, another important development 
during this period has to do with the extent of disclosure in financial 
statements. Improvements in disclosure have to do with the amount 
of detail given, the bases on which the accounts are stated, and the 
particular accounting practice adopted in cases where different prac­
tices are permissible.
The amount of detail contained in financial reports to stockholders, 
both in relation to the figures themselves and also to the bases on which 
they are stated, certainly reflects in the majority of cases a marked 
improvement over what it was ten years ago. We have made substan­
tial progress in this direction. That progress must be continued; we 
cannot yet feel that we have reached the goal or that criticisms some­
times directed at the limitations of financial statements have no justifi­
cation. Perhaps the fault is that the emphasis has been misplaced; 
changes during the year may, perhaps, be of more significance than the 
bare historical record.
Even more marked is the improvement in disclosure as to the ac­
counting practices followed by a corporation. We have by no means 
found an ideal solution to this problem and efforts to solve it are partly 
responsible for the multiplicity of notes on financial statements to 
which Mr. Starkey has referred.
In the 1932 correspondence with the New York Stock Exchange, one 
of the suggestions made was that a statement of the methods of ac­
counting and reporting to be employed by a corporation should be 
adopted by the board so as to be binding on its accounting officers, and 
that such statement should be furnished to the exchange and made 
available to stockholders upon request; and further that if any change 
should be made in the principles or any material change in the manner 
of their application, the stockholders and the exchange should be 
advised when the first subsequent accounts were presented.
A similar suggestion was contained in the 1934 report to the Securi­
ties and Exchange Commission. It was recommended that for the 
purposes of the original registration one of the financial statements 
should consist of “ a concise statement by the corporation as to the
major accounting principles and practices followed during the period 
under review and any changes in such principles and practices since the 
preceding year.” While the Securities and Exchange Commission did 
not adopt this suggestion in its entirety, it gave recognition to it in that 
throughout the regulations disclosure is required as to many individual 
practices or methods which would fall within such a summary and also 
as to the bases on which specific items are stated. Perhaps in the 
interests of simplification we shall yet see the adoption of the original 
recommendation. It would, I think, make possible the elimination of 
many of the notes now appearing on financial statements and place 
comparatively greater emphasis upon consistency of method.
The major developments in accounting practice during the period 
since 1929 would thus seem to be (1) this emphasis on consistency, and 
(2) the additional extent of disclosure of financial details, of the bases 
on which the accounts are stated, and of the methods followed in arriv­
ing at the results reported.
A c c o u n t in g  N o t  S t a t ic
We have by no means reached the end of the road; we are still “ on 
our w ay.” We are not members of a profession that is static; a young 
profession, we are still, fortunately, in a state of flux. And, while 
measurement of progress may be desirable from time to time, any at­
tempt to crystallize the flux in its present immature state would, I 
sincerely believe, work vast injury to our further progress.
C h a ir m a n  S t a r k e y : Gentlemen, I would like to hear any dissenting 
opinions or elaborations of these ideas or any other matters. Mr. Staub, I 
see you sitting there thinking of a question; would you like to comment?
M r . W alter  A. Staub (New Y o rk ): I t  was a fortunate thing that 
the background of practice for a dozen years or perhaps two decades 
prior to the passage of the securities act was such that the profession 
was ready to avail itself of the additional support that came from the 
Securities and Exchange Commission and the stock exchange listing 
committee, enabling us to move forward with renewed force toward 
those principles and those methods of practice that we felt contributed 
to a better type of financial statement and more fully met the needs 
that seem to us to be there on the part of the security holders. While I 
imagine the last thing we want to do here is to indulge in the practices 
of a mutual admiration society and throw bouquets a t ourselves, I do 
think that sometimes there has been a bit of inadequacy in the recogni­
tion given to the profession itself in doing foundation work and spade 
work that has led up to what I regard as real advance during recent 
years in practice, particularly as distinguished from the pure theory 
accounting.
M r . W il l ia m  H. B e l l  (New Y ork): I should like to speak a little on 
the subject of consistency that Mr. Broad has made quite a bit of. I 
do not think any advance has been made in respect to consistency. I 
think, on the contrary, that we may have had some retrogression on 
that account, owing to the wording of the standard certificate that, in 
accordance with the generally accepted accounting principle, con­
sistency should be maintained during the period under review.
DEVELOPMENTS IN ACCOUNTING THEORY AND PRACTICE 185
1 8 6  FIFTIETH ANNIVERSARY CELEBRATION
C o n s is t e n c y  in  A c c o u n t in g  P r a c t ic e s
Now, the good practitioners of accounting have always recognized 
that practices ought to be consistent from period to period, but I am 
just as sure as I can be that many practitioners of accounting have 
availed themselves of the apparent meaning of that term, “during the 
period under review,” merely to make sure that everything was the 
same during the year, whether or not it had any relation to what hap­
pened in the previous year.
I think that is a decided weakness in that form of certificate. Instead 
of making progress, I think we have gone back on that.
C h a ir m a n  S t a r k e y  : It may be that there is a misunderstanding.
M r . S t a u b : It seems to me that there is something in what has 
just been said there that ought to be challenged. The committee of the 
Institute which was responsible for putting forth the suggested form of 
certificate which was subsequently adopted and which is in wide use 
today was careful to make plain in the pamphlet, to which the chair­
man of the meeting referred in his remarks, what the intent was of that 
phrase—“consistently maintained during the period under review.”
I think that phrase will have little meaning if it is simply restricted 
to the practices or the principles adopted within the period under 
review. The thought behind it was that the principle “consistently 
maintained during the period” should be consistent with what had 
gone before.
That was made very plain in that publication and it seemed to me 
that the adoption of that form of certificate marked a real advance in 
that it put the question squarely before corporations, and especially 
before the accountant, that it was necessary to make certain that there 
had been such consistency of practice that the statement for the latest 
period would be comparable with the statement of the period before.
If that was not the case, that fact should be brought out. I think we 
have observed in registration statements and in published reports in 
recent years, particularly since the adoption of that form of certificate, 
that that is exactly the meaning that has been drawn and has been 
recognized as inherent in that phrase.
I can think of several instances offhand where, for example, the 
method of inventory valuations has been changed, and that has been 
brought to the attention of those for whom those statements have been 
prepared. In the case of the oil companies, in recent years a number of 
them have changed their method of dealing with the expenditures for 
drilling wells; where previously they may have absorbed those expenses 
in operating costs, they have now adopted the policy of capitalizing. 
Where that has been done, I think it has been brought out and expres­
sion given to the change in the current year so that a fair comparison 
could be made.
I do not very often find myself at odds with Mr. Bell, because I have 
a very high regard for his views, but in the present instance I felt a 
difference. I think we have made progress in that direction.
Mr. B e l l : Mr. Staub, I was not challenging you. I said that all 
good practitioners, including you, have done that all along. But I really
think I am right; I heard a lot of accountants say that all that means 
is that you be consistent during the period. That has been the con­
sensus of opinion among accountants, I believe.
C h a ir m a n  S t a r k e y : Mr. Bell, may I enter into that for a moment? 
It would be difficult, would it not, to have an inconsistent basis of 
valuation of inventories at the beginning and end of the year and still 
say that consistency “during the year under review” would be one of 
the most important things?
M r . B e l l : Q u ite .
Mr. J. P. F r ie d m a n  (New York): I am just wondering whether 
that very clause that Mr. Bell and Mr. Staub talked about is not very 
dangerous to the accounting profession from another point of view.
C r it ic ism  o f  S t a n d a r d  C e r t if ic a t e
The definition as given in the correspondence with the stock exchange 
clearly shows that it calls for consistency with the previous year, but 
the certificate itself doesn’t say so.
I wonder whether some court may not some day interpret that to 
mean consistency over a period of a great many years and whether 
they might not say that, if you had not been consistent over a great 
many years, you ought to point out cumulative exceptions each time. 
In view of all that and in view of Mr. Bell’s pointer, I wonder whether 
the time has not come to adopt the phrase “ on the basis of consistency 
with the previous year?”
M r . W. R. D o n a l d s o n  (New York): I recall a couple of years ago 
my late partner, Philip Miller, was working with Sam Broad on that 
revision. He felt very strongly at that time that it was not well worded 
in order to emphasize consistency from year to year. Now, there is no 
question about it that it doesn’t really bring out that point. As Mr. 
Staub has said and as Mr. Bell has said, all good practitioners do at­
tempt to be consistent from year to year, but there are some practi­
tioners who might like to take advantage of that phraseology.
However, suppose you get a case such as I had, in which a client did 
change his methods. We wanted to bring out the change. He said:
“Well, you do not have to do that. Your certificate simply says that 
the practices are consistent within the year and that is what you and 
all accountants certify to. There are many companies—we know some 
in our own industry, for example—that have changed their methods 
and nothing has been said about them. Now, you may say that you 
want to note the change because all accountants do so, but we say that 
you are not required to by the pamphlet gotten out by your own organi­
zation.”
So there you see, again backing Mr. Bell, the very wording of the 
certificate may be used against the accountant who wants to do a decent 
job.
That should be cleared up. There is no question in my mind that 
something should be done to change the wording of the certificate.
C h a ir m a n  S t a r k e y : That point is at least worth considering and I 
think we might refer it to Mr. Hurdman’s committee. He is the chair­
man of the committee on cooperation with stock exchanges.
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We might pass that question, however, for the moment. Are there 
any other questions?
W h a t  I s C o n s is t e n c y ?
Mr. G e o r g e  D. B a il e y  (Detroit): I should like to see that question 
carried along a little bit from a different angle. We got into it from the 
standpoint of the certificate. We still have left open the question of 
what is consistency? Is consistency merely six accepted accounting 
principles, or is it consistency of procedure? What is the general feeling 
as to what constitutes a material departure? Is it consistency only of the 
income statement or of the balance-sheet as well?
C h a ir m a n  S t a r k e y : Mr. Bailey calls for some discussion of what is 
consistency. I think that is a worthwhile question. Has any one any 
ideas on that?
Mr. Blough, would you like to enter the discussion on that question?
M r . C. G . B l o u g h  (Securities and Exchange Commission): I do not 
know that I have anything particular on that but I would like to revert 
a little bit to what was said. First, with regard to the general acceptance 
of the meaning of that term by the accountants in the country.
I think you will find that a very large proportion of them take that to 
mean within the period and bearing no relation to the previous period. 
We feel that so strongly that we, in a tentative revision of require­
ments, have included a requirement specifically calling for comments as 
to differences from preceding periods.
With regard to what is consistency, I do not think it should be limited 
by any six principles of accounting that have been expressed by the 
Institute committee. I think it applies to things which tend to make one 
year's statement different from what it would have been—significantly 
different from what it would have been had the procedures followed in 
prior years been followed during the period for which the report is 
drawn. Changes in methods of depreciation, changes in depletion, 
changes in handling charges for dry holes in the oil industry are ex­
amples.
As far as the balance-sheet is concerned, I am a little at a loss to 
know just what I think about that, but certainly if there are significant 
write-downs or write-ups or other adjustments that affect a comparison 
with previous years, there ought to be some clear revelation of that fact.
I do not know whether it is called for in the accountants’ certificate, if 
it is shown elsewhere carefully, but at least it should be called attention 
to so that any person who reads the statement is in a position to under­
stand. I am not at all sure that it shouldn’t call for comment by the 
accountants.
Certainly anything in the profit-and-loss statement which causes a 
significant difference from the result, had a previous policy been fol­
lowed, calls for definite and complete comment by the accountants.
C h a ir m a n  S t a r k e y : Are there any others who would like to offer 
some ideas?
Mr. H u r d m a n : Mr. Blough who has had, of course, a great deal of 
experience with registration statements, has, I believe, in several of his 
speeches rather indicted the accounting profession because of lack of
consistency in the application of accounting principles. I do not think 
that we should pat ourselves too much on the back without heeding 
that criticism which has fairly been leveled against the accounting 
profession as a whole.
C r it ic ism  o f  t h e  P r o f e s s io n
There have been some different methods of treatment. Mr. Blough 
has brought a number of them out in his speeches and his articles. I 
think he has generally placed the accountants on the defensive to adopt 
more generally accepted practices.
I do not think that there is so much dispute on general principles, 
but I think that on practices he has failed to find a consistency in 
these statements which have been submitted to the Securities and 
Exchange Commission.
Perhaps he would be glad to augment that and give us more of his 
views, particularly on the consistency of accounting practices.
M r . B l o u g h : Well, that gives me an opportunity to say something 
that I was wondering whether I wanted to say or not. I was a little em­
barrassed when accounting release No. 1 from the commission came out 
because it came out actually in my absence from the office and the 
little foreword about the extensiveness of the releases that were to be 
brought out in the future was not a part of my release.
T h e  S .E .C . R e l e a s e s
I have been criticized rather harshly from within the commission for 
not bringing out more of these releases. I did not expect to be criticized 
very harshly by Mr. Rodney Starkey for not bringing out the releases 
in view of conversations that I had with him in which he has urged that 
we go very slowly.
The failure to bring out those releases I think is not due to the lack of 
necessity for some clarification or some uniformity of the procedure, 
but has been due to two things: First, the press of general adminis­
trative work has made it impossible for me to devote to the questions 
that came before me meriting some release, the consideration that I 
would like to give to them before expressing any public opinion; but, 
second and more important, I have a realization that there is a good 
deal of significance given to those expressions and the sense of responsi­
bility that goes with that has made me hesitate when I was not positive 
as to the best procedure to be taken.
Now, I am not at all sure that the accounting profession might not in 
many instances be better off, where there is an equal argument as be­
tween two procedures, if some position were taken and made a general 
procedure to be adopted by the profession.
On the other hand, I hesitate to express an opinion myself until I feel 
that there is a large weight of argument on that side.
I do not know exactly what Mr. Starkey had in mind with reference 
to statements from the commission with regard to these accounting 
principles. I do not think that there is anything in any of my own writ­
ings or any of my own statements that indicates that the Securities and 
Exchange Commission has established any principles of accounting.
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As a matter of fact, I think I have emphasized at numerous times 
that the policy of the Securities and Exchange Commission was to en­
courage the accountants to develop uniformity of procedure them­
selves, in which case we would follow. We expected to be able to follow 
the better thought in the profession and only as a last resort would the 
commission feel the necessity to step in.
The expressions of opinion that have come from my office have been 
expressions of opinion as to what we considered to be the most generally 
accepted accounting practice among the better accountants in the 
country and not a promulgation of any new ideas or anything that had 
not been followed by accountants rather generally.
If the time comes when the commission is convinced that a procedure 
which is not generally accepted in the profession is a procedure that 
should nevertheless be followed, the matter will be handled not 
through the release of an opinion by the chief accountant, but through a 
rule or regulation of the commission requiring that such procedure be 
followed.
I think, in the paper that was published in the Accounting Review last 
spring, the talk that I gave before the American Accounting Associa­
tion, and again one that was published in the New York Certified Public 
Accountant last February indicate enough places in which accountants 
have differed in methods of presenting identical materials; it isn’t 
necessary for me at this time to make any comments as to the necessity 
for the accountants to get together somewhat further than they have 
to date.
C h a ir m a n  S t a r k e y : I think that in all fairness to Mr. Blough I must 
hasten to clarify my remarks to this respect: I know quite well the 
philosophy that he has used in his work.
The thing that I referred to in my opening remarks was the unfortu­
nate publicity in the newspapers to the effect that public accountants 
were going to be set straight on accounting principles. My criticism was 
not directed toward either the scarcity of the releases nor to the wording 
of the releases and I am sure there is no conflict between Mr. Blough 
and ourselves on that point.
Any other remarks on this question?
Do you want to explore this question of consistency any further, 
Mr. Bailey?
M r . B a i l e y : All right! It seems to me we have two problems. 
Consistency of principle and consistency of procedure. Consistency of 
procedure opens up many avenues. For instance, take the question of 
depreciation. A company follows its general principle—the writing off 
of all the useful life of that property, the asset value, the carrying 
value. From time to time it is forced to adjust its estimate of remaining 
useful life of that property—sometimes upward but usually downward; 
sometimes it is voluntary, sometimes it is caused by the Income Tax 
Department coming in and setting new rates.
Is there considered to have been no change in the depreciation policy 
of writing off over a period of useful life? It may be a continuation of 
both the same principle and the same procedure, and yet there is in­
consistency. I merely cite that as one illustration. I am frank to say
that I do not know the answer to it. It seems to me to depend upon the 
degree of departure from previous policy, but what degree of departure 
calls for special mention by the accountants?
In some published reports exception is taken even though the de­
parture may make a difference of considerably less than one per cent, in 
the income; in others no exception may be taken even though there has 
been a very substantial change.
The question of inventory, of course, is a standard one. I think it 
settles itself very readily if you assume that the comparison must be 
between this year and last year. There can be different methods of 
determining cost. If there is a shift in determining cost, is it a change in 
policy? I think it is, but I am wondering if there is any uniformity of 
thinking on that?
M r . B r o a d : I frankly cannot get all excited about this question 
of consistency and what it means. If we look up the correspondence of 
the New York Stock Exchange and the form of certificate which goes 
with it, we will find prominently displayed there a note to the effect 
that the phrase in question relates to consistency with the previous year. 
As practising accountants I think we are to a certain extent bound by 
that general practice of the profession as a minimum.
Now, I think there may be some accountants, as Mr. Bell said, who 
hide behind the letter of the certificate rather than the spirit; any ac­
countant can very readily show his client what is intended—not that 
there should be consistency within the year, but rather consistency in 
comparison with the previous year.
There is this further statement in the Stock Exchange correspond­
ence, “that if any change should be made in the principles or any ma­
terial change in the manner of their application, the stockholders and 
the Exchange should be advised.”
W h a t  I s M a t e r ia l ?
I sometimes refer to the bulletin, Examination o f  Financial State­
ments by Independent Public Accountants. I lived with it so long that 
at one time I knew it by heart. I have not a copy with me, but I think 
the wording on the subject is substantially to this effect: that if there 
has been any material change in the method of applying accounting 
principles that affects the results for the year in comparison with 
the previous period, it should be indicated in the financial state­
ments.
Now, we did bring the word “ material” in there and I do not think 
we can go further than that. What is “ material”? I think that is a 
question of judgment. We cannot lay down rules as to what “material ” 
means. That would be going too far, but an accountant, I think, is 
required to use his own judgment as to what is a material change.
C h a ir m a n  S t a r k e y : Any other ideas on this question?
I think we might well pass from the question of consistency, unless 
some one has some definite ideas on some other point.
Are there any differences of opinion as to treatment of bond discount, 
treatment of treasury stock, treatment of profits or losses under sale of 
the company’s own stock? Has any one any ideas to express?
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P r o fit  o n  R e s a l e  o f  T r e a s u r y  S to ck
M r . B e l l : I h a v e  so m e id ea s  to  exp ress o n  th a t  a t  th e  r isk  o f b e in g  
th ro w n  o u t  o f  th e  room . I a m  e n tir e ly  in  d isa g reem en t w ith  th e  p resen t  
so -ca lled  p r in c ip le  o f  a c c o u n tin g  th a t  sa y s  th a t  p rofit on  th e  resa le  o f  
trea su ry  s to c k — I a m  sp ea k in g  n ow , n o t  o f 30  p er c e n t . o f  th e  co m p a ­
n y ’s  o w n  sto c k , b u t  o f  in c id en ta l a cq u is it io n s  an d  resa les o f  trea su ry  
s to c k — m u st b e  ca p ita l su rp lu s an d  th a t  a n y  lo sse s  th erefro m  sh o u ld  b e  
ch arged  to  su rp lu s. I th in k  i t  is  a ll n o n sen se . I t  is  r ea lly  a  p ro fit from  an  
in c id e n ta l p u rch a se  o f  a  c o m p a n y ’s o w n  s to c k — r e la t iv e ly  few  sh ares—  
a n d  i t  is  ju s t  a s  m u ch  ea rn in g s a s  a n y  o th er  earn in gs . T h e  th e o r y  t h a t  a  
c o m p a n y  red u ces it s  ca p ita l w h en  i t  b u y s  200  sh ares or 1 ,000  sh ares, 
w ith  sev era l h u n d red  th o u sa n d  o u ts ta n d in g , is , I th in k , r id icu lou s.
All right! Now, let somebody answer that.
C h a ir m a n  S t a r k e y : Can we get an answer to that? Well, I would 
like to answer that very briefly myself. It seems to me that if you 
are talking about 200 shares no one is going to argue with you, simply 
because it isn’t material. There is a principle, however, and departing 
from the principle when small amounts are involved leaves the door 
open and I think there is danger in that.
Has any one any other ideas on that?
M r . A n s o n  H e r r ic k  (San Francisco): It seems to me that when you 
deal with the purchase or sale of capital stock you cannot avoid basic 
principles; that there can be no income or no loss, as we consider in­
come and loss, from such a transaction.
When a corporation repurchases its capital stock, it reduces the 
amount of the aggregate outstanding capital in surplus. In that act we 
are faced with certain provisions of corporation law, which I agree are 
not uniform throughout the states but which provide generally that 
there shall be no reduction in stated capital. Your corporation laws 
require that purchases of common stock be a deduction in the entire 
amount from your earned surplus or, in some states, from any sur­
plus.
I t  seem s to  m e  th a t  to  p erm it th e  in c lu sio n  w ith in  a n  o rd in a ry  in ­
c o m e  s ta te m e n t  or w ith in  earn ed  su rp lu s o f  p ro fits  or lo sse s  from  th e  
tra d in g  in  a  c o m p a n y ’s  s to c k  g e ts  ra th er  far a fie ld  from  a  proced u re  
w h ich  w ill d e v e lo p  th e  tru e  ea rn in g s a n d  th e  tr u e  earn ed  su rp lu s o f  a  
corp ora tion .
A c c o u n t in g  P r in c ip l e s  a n d  C o r p o r a t io n  S t a t u t e s
M r . S t a u b : Mr. Chairman, at the risk of wearing the group down, I 
would like to introduce one other angle on that general subject. There 
is one thing that has been emphasized over the years with respect to 
accounting principles and that is that they are not necessarily controlled 
by the corporate statutes of a given state. There is usually no legal 
basis for the preparation of a consolidated balance-sheet or a consoli­
dated income statement; nevertheless, each of them serves a very useful 
purpose because they are prepared for the purpose primarily of present­
ing the position and the results of operations in the most informative 
way.
So it seems to me, on this matter of treasury stock, that while 
theoretically there is no retirement of treasury stock unless the corpora­
tion law requirements are met with respect to retirement, nevertheless, 
in substance there is a retirement whenever stock is bought in for the 
treasury, and the transaction is subject to the requirement that a cor­
poration must not buy in its own stock unless it has surplus with which 
to do it.
It seems to me that we must recognize the practical situation as dis­
tinguished from the mere legal situation and for that reason, among 
others, we must deal with any profit on such a transaction, or under 
certain circumstances perhaps a loss, as one where there is in substance 
a retirement for the time being of stock, even though distinguished 
from a legal retirement.
C h a ir m a n  S t a r k e y : Does any one else have any ideas on this 
subject?
Mr. B e l l : Yes; I would like to answer Mr. Staub. The practical 
aspect of this thing—this is practically a retirement, although it actu­
ally is not legal. I say practically in many cases, perhaps most cases, the 
capital stock of a corporation is purchased as a commodity, therefore it 
is just as reasonable to assume or take the position that it is a com­
modity as though it were a security of some other company, as it is to 
assume that it is a retirement of our own stock.
We are not talking about a wholesale reduction of capital stock, 
but we frequently have these incidental transactions. On the prin­
ciple as proposed by the chairman to be laid down invariably, “ if you 
apply the rule to a thousand shares or a million shares you have got to 
apply it to ten or a hundred shares.”
I say that circumstances do alter cases; that is the whole contention 
of the accounting profession. I say that, if you are considering what 
practically happens, it is just as reasonable to take the position that 
you have bought a security; comparable to any security, that you have 
had to take over stock from your debtors, or that for some incidental 
reason you bought it for issuance to employees and officers as bonuses, 
and things of that sort.
I cannot just get through my head that the company had retired its 
capital either practically or legally under those conditions.
T r e a s u r y  S t o c k  a n d  S t o c k  U n i s s u e d
M r . H e r r ic k : I would just like to comment on what has been said 
by asking a question. What is the difference? What is the difference in 
substance between capital stock authorized but unissued and treasury 
stock?
C h a ir m a n  S t a r k e y : Is there any one who would like to answer that 
question? Mr. Bell, would you like to answer that?
M r . B e l l : N o .
M r . H e r r ic k : I might elaborate on that. In a great many states it 
is a requirement that a corporation obtain permission from the corpora­
tion commissioner of the state prior to selling treasury stock, and in 
exactly the same way it is necessary prior to the sale of authorized 
stock.
DEVELOPMENTS IN ACCOUNTING THEORY AND PRACTICE 193
1 9 4  FIFTIETH ANNIVERSARY CELEBRATION
C h a ir m a n  S t a r k e y : Well, Mr. Bell, would it be fair to sum up the 
discussion on that question this way: that you have no objection to the 
principle, except that you feel that there should be allowance made to 
deviate from that principle in the case of very small unimportant 
amounts?
M r . B e l l : Y e s ; a n d  if  th a t  is  so , th en  it  d o e s  n o t  s e e m  to  m e  th a t  i t  is  
a  v e r y  ser iou s p o in t . I w o u ld  n o t  recogn ize  i t  a s  ser iou s, b u t  I d is lik e  
v e r y  m u ch  to  h a v e  th e se  iron clad  p r in c ip les  th a t  g iv e  n o  co n sid era ­
tio n  to  ex cep tio n a l c ircu m sta n ces .
C h a ir m a n  S t a r k e y  : I think we can all agree on that.
M r . B l o u g h : Mr. Chairman, I would like to comment on that a 
minute. That is just one of the difficulties that I found with regard to 
accounting principles in some previous criticisms. There is a lot of 
leeway left. If it is not material, of course, then it is not material and 
nobody is going to be hurt very much, one way or the other.
On the other hand, if there is a basic principle involved that applies 
to a large proportion, why does not it equally apply to a smaller propor­
tion? A corporation is not in business to reacquire its own stock.
I do not like to refer to state laws as being an authority for accounting 
because there are some state laws that permit the most ridiculous things 
to be done, with which accountants take exception, but I think one of 
the basic reasons for these various state laws restricting the amount of 
the company’s own stock that may be reacquired to the amount of the 
surplus is to prevent the corporation in that way from reducing its 
capital unduly and to give it recognition as a transaction in the com­
pany's capital.
It seems to me that if capital stock is not a commodity when you buy 
it in large quantities, then it is not a commodity when you buy it in 
small quantities.
C h a ir m a n  S t a r k e y : Any comments on this expression of opinion?
Shall we pass the question of treasury stock and go on to something 
else? Has any one any other questions in mind?
R e v a l u a t io n  o f  P r e f e r r e d  S to ck
M r . B l o u g h : I h a v e  so m e th in g  e ls e  th a t  I w o u ld  lik e  to  ra ise  a t  th is  
t im e . I d o  n o t  k n o w  h o w  m a n y  o f  y o u  h a v e  run in to  i t ,  b u t  i t  is  n o t  an  
u n co m m o n  p ra c tice  a n d  i t  is  o n e  th a t  h a s  d is tu rb ed  u s  q u ite  a  b it .
A corporation with preferred stock outstanding reduces the par or 
stated value of the preferred stock and does not change the rights of the 
preferred stockholders at all. For example, I have in mind a company 
that reduced a $100 preferred stock, having a 7 per cent. dividend rate 
and a value of $100 in case of involuntary liquidation, $105 in case of 
voluntary liquidation—the company reduced the par value of this pre­
ferred stock to $25, changed the rate of dividends from 7 per cent. to 
$7, left the liquidation figures identically with what they had been 
before, thereby creating $75 of capital surplus for every share of capital 
stock outstanding.
The attorneys say that under the law of the state it is perfectly 
proper. I would like to have the reaction of the accountants in this
group as to the propriety of that procedure and how it ought to be 
shown.
C h a ir m a n  S t a r k e y : Would any one like to express an opinion on 
that point?
Mr. S t a u b : I would like to ask a further question, if I might, be­
cause it may help us, Mr. Chairman, in giving consideration to this 
question, and that is: What is the opinion of counsel as to total avail­
ability of surplus for distribution under the laws of the state in which 
that corporation is organized and in which it is domiciled?
In the majority of the states capital surplus is available for distribu­
tion just as much as so-called earned surplus; in a great majority of the 
states they make no distinction of that kind.
Now, would the laws of the state in which that corporation functions 
permit that capital surplus of $75 a share to be distributed in dividends 
to common stockholders?
M r . B l o u g h  : We have had, as I said, quite a number of such cases 
and quite a number of them were in the state of Delaware. We have 
called for an opinion of counsel in each instance and opinion of counsel 
has differed.
One firm of lawyers expressed the unqualified opinion that the sur­
plus so created was available for dividends on preferred stock; that it 
was available for charging off any losses.
Another firm of attorneys, a very reputable firm of New York at­
torneys, refused to express an opinion on that. They said they had no 
idea as to what the court would hold and they had no basis for assum­
ing.
Another firm, also of quite reputable, well-known attorneys, stated 
that they had no court precedent for the matter, but that they were 
satisfied that, if the matter came before a court, it would be held that 
there had been an impairment of the company’s capital by any such 
distribution.
Now, in most of these instances this capital surplus was immediately 
used to write off substantial amounts of property and, in one instance, 
an accumulated deficit. The obvious result was that subsequent 
earnings would, if the property were reduced, be increased on the 
assumption that they are doing it for the purpose of getting a lower 
depreciation charge—subsequent earnings would be increased and 
would be available for dividends to all parties, including preferred and 
common stockholders.
It seems to me that in that case it virtually constitutes creation of 
surplus which indirectly is available for dividends to all kinds of stock­
holders in that the earnings are increased and, therefore, dividends can 
be paid to common stockholders that could not have been paid to com­
mon stockholders if this procedure had not been followed; and the 
equity of the common stockholders is certainly reduced by that pro­
cedure, because in case of liquidation the preferred stockholders step in 
with the full amount that they were entitled to before and consequently 
the common stockholders would undoubtedly have less available to 
them than is shown on the face of the balance-sheet.
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C h a ir m a n  S t a r k e y : Mr. Blough, I would like to give you a recent 
case that I ran across in New York state. The company had preferred 
stock and reduced the par or stated value. They had accumulated 
dividends which they took care of out of surplus by an issue of new 
common stock. They also had some good will and patents, and so forth, 
that were to be written off against that surplus.
Three firms of lawyers held that under the New York law, which 
states that the value of the assets must exceed the liabilities and capital 
before dividends can be paid, since the new capital of the company was 
stated under the law at the lower figure, regardless of the price at which 
it would be liquidated either voluntarily or involuntarily, the company 
had the right to pay dividends on both the new preferred and common 
stocks.
C o st  i n  a  C o n so l id a t e d  S t a t e m e n t
M r . H e r r ic k : We have been on this question of consistency—we 
have had the problem from time to time of what is cost in a consolidated 
balance-sheet. Is cost as to one subsidiary required to stand as cost to 
another subsidiary? Do we mean cost to the parent, or do we mean cost 
to the subsidiary company?
For example, Corporation “A ” acquires the entire capital stock of 
Corporation “ B ”, and Corporation “A ” issues no-par-value common 
stock. You prepare a consolidated balance-sheet at that point. Do you 
continue the values shown for fixed assets on Corporation “ B’s ” books, 
or are you required to revalue them based upon the values at the time 
the stock of Corporation “ B ” was acquired by Corporation “A ”?
Now, of course, when you are dealing with no-par-value stock issued 
in exchange for the stock of Corporation “ B ”, the issue is a little 
clouded, but take the situation where Corporation “A ” pays cash for 
the stock of Corporation “ B ” ; you may then find that the total assets of 
Corporation “ B ” are higher or lower than the cash which Corporation 
“A ” paid for the stock.
What is cost in a consolidated statement? Is it cost to the parent or 
is it cost to the subsidiary, and must you be consistent as to the sub­
sidiaries? I think I would like to have a little discussion on that.
C h a ir m a n  S t a r k e y  : Well, just to start the discussion off, it would 
seem to me that the consolidated balance-sheet is primarily the picture 
of the parent company taking in the subsidiaries, and cost there would 
be to that parent company.
If you paid a premium for the assets in cash or stock, the disposition 
of the premium would depend upon what assets you bought, but you 
would have to consider, I should think, the cost to the top company.
M r . H e r r ic k : Stock, not the assets.
C h a ir m a n  S t a r k e y  : Has any one any expression of ideas on this 
question?
M r . B e l l : It seems to me it must be so; just as you say, Mr. 
Starkey. Otherwise, a lot of corporations would have to throw a lot of 
money out of the window.
C h a ir m a n  S t a r k e y : Yes.
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M r . B e l l : And that would certainly be unfair to them.
While I am on my feet, I would like to revert to Mr. Blough’s discus­
sion. He inquires whether, under proper accounting procedure, a cor­
poration ought to be allowed to create a capital surplus by reduction of 
the value assigned to preferred stock.
It seems to me that we have got to approach these things by de­
termining, first, what any accounting principle is from the standpoint 
of good common sense and, second, how it is going to affect the various 
interests involved, whether or not it is good business.
We know very well we cannot accept all the corporation laws. That 
is one of the postulates, I think, that we are working on. We cannot be 
restricted by corporation laws. We cannot be entirely governed by cor­
poration laws. It would be impossible to do so anyway because we have 
such a variety of them; but I would think—now this is purely generaliz­
ation—that accounting opinion ought not to be established which is in 
such plain disregard of common sense as to permit the corporation to 
establish this capital surplus and utilize it for various purposes.
C h a ir m a n  S t a r k e y : Well, the difficulty is, how would you treat it? 
Take the case of the New York corporation that we were discussing a 
while ago. It creates the surplus and then uses it all. When the question 
of distributing its earnings the next month arises—what are you going 
to do about it?
M r . B e l l : Well, the only question is as to the expression of opinion 
by the accountants, whether it is good in accordance—
C h a ir m a n  S t a r k e y : Well, of course, those are the earnings at that 
time distributed.
M r . B e l l : Sure, but these other things happened. As to whether 
they are correct—if the capital surplus is kept intact, I take it, the only 
harm can be in the utilization of this.
C h a ir m a n  S t a r k e y  : In this particular case the directors stated that 
they felt that the good will should be written down and thereby ad­
mitted that it had no value, which thereby placed them in jeopardy 
under the New York law.
There is not anything more you can do about it, it seems to me. 
They have the right to state what their opinion of the value is. It is 
their responsibility.
M r . B l o u g h : Isn’t that the kind of situation where it would be de­
sirable to require part of the equity of the common stockholders to be 
shown as attributable to the preferred stockholders and show a deficit 
in the common stock?
C h a ir m a n  S t a r k e y : I am not sure that that would have much 
meaning, if there were a deficiency.
M r . B lo u g h  : W ell, a s  th e  m a tte r  n o w  s ta n d s , y o u  g e t  n o th in g  on  th e  
fa ce  o f  th e  b a la n c e -sh e e t  in d ica tin g  th a t  th ere  is  a n y  im p a irm en t o f  
co m m o n  ca p ita l.
C h a ir m a n  S t a r k e y : Well, in this case there was nothing put on the 
balance-sheet showing the extent to which this preferred might share in 
the surplus when the surplus was created from future earnings.
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M r . B l o u g h : F ar  b e  i t  from  m e to  sa y  to o  m u ch  a b o u t fo o tn o te s ,  
b u t a fter  a ll, i t  se e m s to  m e th a t  th is  is  so m e th in g  so  b a sic  in  th e  p res­
e n ta t io n  o f  a  b a la n c e -sh e e t  th a t  i t  is  n o t  a d e q u a te ly  ta k e n  care o f b y  a  
fo o tn o te  s tu c k  d o w n  a t  th e  b o tto m  som ew h ere .
C h a ir m a n  S t a r k e y  : Any one else have any ideas on this?
M r . S e i d m a n : It seems to me, if a stockholder’s action is affirmative 
for the utilization of the capital surplus with a subsequent use of dated 
earned surplus, that new stockholders are automatically governed by 
that action.
M r . B l o u g h : Well, this was approved by both common and pre­
ferred stockholders in all these instances, as I remember, but I do not 
think that alters the situation at all. After all, these statements that we 
are interested in are primarily prepared, not only for existing stock­
holders, but for persons that might be interested in buying the com­
pany’s securities either from other present holders on the exchanges or 
in a new issue that you are presenting.
You are failing to present, it seems to me, a very significant and im­
portant fact with regard to the existing equity of the common stock­
holder, irrespective of how much persons who were in the company pre­
viously knew about the action at the time it was taken.
C h a ir m a n  S t a r k e y : Has any one else any questions on this point?
P l a n t  V a l u a t io n s
M r . H e r r ic k : Mr. Starkey, in the case that Mr. Blough just de­
scribed, a recitation on the balance-sheet of the liquidation value, possi­
bly with comment upon the effect of that liquidation value upon the 
common stock, makes the situation rather clear upon the face of the 
balance-sheet.
That is a situation which results when values are written down. Now, 
let us take another case in which values are not written down. Certain 
plants possibly may become obsolete and be no longer in use, but 
through the operation of normal depreciation and upon the theory that 
a recovery of production requirements may permit their economical use 
in the future, they are not written down.
There is a considerable item for goodwill upon the balance-sheet, all 
of which had to do with the original capitalization. Now, there is a situ­
ation in which, if valuations had been reduced in the same way as they 
had been reduced in the case of Mr. Blough’s, there truly would be ex­
hibited a deficit in the common capital account and yet there would be 
nothing upon the balance-sheet to indicate that such a deficit existed.
Now, to what extent may accountants be required to express their 
opinion or to ear-mark or comment upon plant valuations, the possible 
recovery of which through future depreciation is extremely doubtful?
C h a ir m a n  S t a r k e y : Have you any ideas on that, Mr. Blough, that 
you would like to add?
M r . B lo ug h : I d o  n o t  b e lie v e  th a t  I h a v e .
C h a ir m a n  S t a r k e y  : Has any one else any comments on that?
M r . B l o u g h : T h a t  is  o n e  th in g  th a t  I w o u ld  v e r y  m u ch  lik e  to  h a v e  
th e se  o ld er  h e a d s  in  th e  a c c o u n tin g  p ro fession  s a y  so m e th in g  a b o u t.
Repeatedly accounting firms take the position that they are not
valuation experts, and that we all admit, and for that reason it is not 
necessary for them to call attention to any failure to correct or to adjust 
for overvaluations.
A c c o u n t a n t 's R e s p o n s ib il it y
I have had the feeling myself that when an accountant found a situa­
tion where properties are obviously overvalued and are so recognized 
by the company, though not to the extent of putting them on the books, 
there is a responsibility for the accountant to comment on the fact that 
there is an overvaluation, and yet I am fully cognizant of the fact that 
the valuation of properties is not primarily an accountant’s function. I 
am thinking only of cases where it is obvious.
Now, as a similar problem, take a case where the accountant is con­
vinced that there is inadequate depreciation. It seems to me that he is 
duty-bound to say something about it, even though he is not a valua­
tion expert.
I do not believe he is responsible for saying that it should be 6 per 
cent, when as a matter of fact it is 5½, or something like that; but if it 
is 1 per cent. and he feels it is 6 per cent., I think he is obligated to com­
ment with regard to the inadequacy of depreciation.
The same is true with regard to the inadequacy of provision for rec­
ognized losses that have taken place in the property of the industry.
C h a ir m a n  S t a r k e y : Well, certainly he is responsible to call atten­
tion to any inadequacy in depreciation and I think that it may be pre­
sumed from most accountants’ certificates that this question has been 
covered within the bounds of reason.
On the question of valuation, however, the bounds would be very 
broad, and it seems to me that he would have to have some very im­
portant and probably independent facts brought to his attention before 
he would be in a position to express his ideas on that question.
M e m b e r : Mr. Blough, taking that case that you cited where a cor­
poration has its plant on the books at a million dollars. It is not worth a 
million. They can not make any money. So they write it down to five 
hundred thousand. Should the depreciation in the sequence of those 
facts be half what it was? There is quite a difference of opinion with ac­
countants as to what it should be, the old or the reduced figure.
M r . B l o u g h  : I think I am doing too much talking.
C h a ir m a n  S t a r k e y : No; you are very helpful. I wish you would 
continue.
M r . B l o u g h : I c a n n o t s a y  th a t  I a m  fu lly  c o n v in c e d  a s  to  ju s t  w h a t  
o u g h t  to  b e  d o n e  w ith  regard  to  th a t . W h en  p ro p er ty  is  p u rch ased  for  
fu tu re  u se , i t  s e e m s to  m e  th a t  p rop er a c co u n tin g  for p ro p er ty  is  m ore  
or le s s  to  a c c o u n t for  a  d eferred  ch arge— th a t  is , a c tu a lly  w h a t  y o u  are  
p a y in g  for  fu tu re  se r v ic e  o f  th e  p ro p er ty — an d  i t  o u g h t to  b e  ta k e n  care  
o f  o u t  o f  th e  fu tu r e  p ro d u c ts  o f  th e  p ro p er ty .
When a company realizes that there has been a definite reduction in 
value, I think there is a good deal of argument for providing a surplus 
reserve against the reduction in value and continuing to recover out of 
current earnings the amount of the original cost of the property so that 
those costs will get into the accounts as long as the property is used and
DEVELOPMENTS IN ACCOUNTING THEORY AND PRACTICE 199
2 0 0  FIFTIETH ANNIVERSARY CELEBRATION
the surplus reserve will be carried into surplus as it is provided for out 
of income.
Now, I realize that is quite a departure from general accounting 
practice and I am not ready to say that I am committed to the idea that 
that is practicable. I think it merits a good deal of consideration.
T h e  S h a r e h o l d e r s ’ I n t e r e s t
C h a ir m a n  S t a r k e y : Y ou are raising an interesting point. It seems to 
me that there is a very important matter that has to be considered in 
this connection.
Let us assume that, as often happens, a public-utility company 
through change of method and so forth loses the use of a large part of its 
property. If you apply that method it would mean that from then on the 
shareholders would get nothing until that property had been entirely 
recovered out of future earnings.
A company engaged in several allied lines of business may lose one of 
those businesses overnight, so to speak, through obsolescence, and so 
forth. I think there is a serious question as to whether the security 
holders in future years should be deprived of all dividends and all earn­
ings just because of that sudden and unexpected loss.
M r . B l o u g h : In my comments I was not talking about a piece of 
property that was lost. If the value of it is gone and it is out of service, 
it is lost and I think it should be recognized as having been lost and it 
should be taken out of earned surplus and not out of capital sur­
plus.
What I was talking about was a piece of property that cost a million 
dollars and was bought in high prices. Now, we are in a period of low 
prices and the company wants to recognize the loss in value of the 
property. The mere fact that they paid for it in high prices does not 
alter the fact that they are going to pay for it out of earnings during the 
period when prices are low.
I am talking about a change in value. That is what I understood this 
gentleman to refer to: change of value due to current changes.
C h a ir m a n  S t a r k e y  : Well, the difficulty is that you get close to the 
borderline of cases of the other type.
Any one else have any ideas on this?
M r . S t a u b : The procedure described by Mr. Blough is interesting in 
relation to the case of highly competitive manufacturing companies 
where competitors start in with their investments on a very low price 
level. It is important in such cases to include in current costs at least 
the present cost of replacement of the necessary operating assets; 
if that is not done, decisions may be based on old high-level costs, 
which puts competitors in a very advantageous position.
This method of separating from surplus a portion called capital re­
serve, if you please, and restoring it to earned surplus currently and in 
the future is a practical thing and is working in a number of cases.
I want to go back and say in reference to the matter of putting on the 
balance-sheet a preferred stock in the capital account at a price lower 
than the eventual retirement or liquidating retirement price per share; 
that becomes very vital in cases where you must have a stated value
DEVELOPMENTS IN ACCOUNTING THEORY AND PRACTICE 201
per share on the balance-sheet. New corporations sometimes have been 
known to provide $5 per share of the stated value of a preferred stock 
that has a $7 annual dividend, with $100 and $105 involuntary and 
voluntary liquidation value, respectively.
What is the accountant going to do in a case of a brand-new organ­
ization? That is a very interesting question.
C h a ir m a n  S t a r k e y : Any one any comments on that question?
M r . B a i l e y : It seems to me that Mr. Blough’s question is twofold: 
One is whether the charges are to capital or under surplus. The second 
is, what should be the charges regardless of what the charge-off was 
made to?
The difficulty is that you may perpetuate a past error by treating 
depreciation as an annual determinative cost. Perhaps the company 
made a mistake in purchasing the property at a high price; it may elim­
inate that mistake and go along as a relatively successful company, 
whereas if it tries to pay for that mistake out of all future years it 
appears as a highly unsuccessful company.
It is a question of whether what is taking place is a very real thing or 
whether it is pure bookkeeping. Where the prices were high and not 
justified under present conditions, either competitive or otherwise, it 
might easily be a mistake to charge earnings in statements for the 
current or immediate future years with depreciation resulting solely 
from a mistake of prior years.
C h a ir m a n  S t a r k e y : Any other comments on that?
It seems to me that the company might prefer to go through some 
form of reorganization to change those values. That might be one of 
the exceptions. I think it would depend very much on circumstances.
R e o r g a n iz a t io n  th r o u g h  R e v a l u a t io n
M r . B l o u g h : While you are on that point, may I just call attention 
to a comment that was made by Mr. George O. May in his Harvard 
lectures this last year, in clarification of what the committee intended 
with respect to the occasions when you might use capital surplus to 
write down properties where it was virtually a reorganization.
A good many accountants have interpreted that to mean that if you 
go through with one of these virtual reorganizations, write down your 
capital stock and revalue your assets, you can go ahead and use this 
capital surplus, leaving your earned surplus as it was.
I think Mr. May pointed out rather clearly that what was intended 
was that that capital surplus should be dipped into only after you had 
used all accumulations of earned surplus, and it seems to me that that 
is the only conclusion that could be drawn from the phraseology of the 
committee. Because if it is virtually a reorganization you cannot come 
out with a bunch of earned surplus.
C h a ir m a n  S t a r k e y : Is th e r e  a n y  o n e  w ith  co n tra ry  id e a s  on  
th a t?
M r . B e l l : I have one question to state: Is a company justified in 
reducing its charges for depreciation, subsequently charging to income 
and its records on the property?
It is my belief that if the property is written down legitimately, or is
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written up legitimately, the depreciation charged to income ought to be 
based upon present book value of the property. It does not make any 
difference whether that is a write-up or write-down. So far as we are con­
cerned, it establishes a virtually new cost.
Now, it all depends on whether it is legitimate to write up the prop­
erty or write it down. There certainly are cases where that property 
could be written down in recognition of changes, and there are cer­
tainly cases where property can be written up too, but I think a com­
pany has got to take its medicine when it writes up the property. It 
must take depreciation upon the increased book value.
S t a t e m e n t  o f  Q u a l if ic a t io n
M r . C h a r l e s  S . R o c k e y  (Philadelphia): We recently had a com­
munication from the S .E .C . that made us do some thinking. As I re­
member the second paragraph of our certificate, we said, “ based upon 
such examination,” and so forth and so forth, “ the attached balance- 
sheet and statement of profit and loss subject to comments thereon, or 
subject to explanatory notes thereon, presented” so and so, and so 
and so. That was last June.
We used the same certificate just a month ago and the S.E.C now 
tells us that that phrase “subject to comments thereon” is a very im­
portant qualification. They are asking us in this particular case to add 
an additional sentence to the certificate indicating that we take no ex­
ception to the accounting practices of the company, but they say that 
if we would change those few words, “subject to comment thereon” to 
the words “together with comments thereon,” the certificate would be
O.K.
I had thought that “subject to comment thereon,” was a real quali­
fication in the certificate. I had always believed that the accountants 
were not taking so much responsibility for a balance-sheet so qualified. 
I think we are taking a greater responsibility if we say “ together with 
comments” and not use the word “ subject.”
C h a ir m a n  S t a r k e y : Before asking Mr. Blough to give you a clear 
explanation of it, I might say that the committee on cooperation with 
the S .E .C . had several discussions with the various members of the 
commission on that point, and personally I am in entire sympathy with 
their position.
F o o t n o t e s  a n d  Q u a l if ic a t io n s
I think that if there are exceptions in the accounts which the ac­
countant wishes to mention—if there is anything in the accounts to 
which he takes exception—he should say so clearly. If there is some­
thing in the scope of his examination that he wishes to point out, he 
should say that clearly in his certificate; to say “subject to the notes,” 
when that may either mean that you are taking exception to certain 
items explained in the notes or that you are calling attention to the 
explanatory portions of the notes, is not clear. I think the commis­
sion has taken a very sensible stand on that.
Would you like to elaborate on that, Mr. Blough?
M r . B l o u g h  : Well, in the first place, it seems to me that financial
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statements are not the places to tell what the accountant has or has not 
done. Financial statements are the presentation of the company, and 
the related footnotes are the presentation of the company.
In my opinion, it is wholly improper for a balance-sheet or a profit- 
and-loss statement to make a statement and then in a footnote to say it 
is not so.
In some cases it is almost as if the company were to say in the face 
of the balance-sheet “We have five hogs,” and then in the footnote say, 
“ It is not five hogs; it is four sheep.” The footnotes are there for ex­
planation. They expand facts which are already in the financial state­
ments, or explain what is there.
The certificate is the place for expressions of the accountant with 
respect to what his opinion of the financial statement is, or with respect 
to his opinion of the audit.
Now, when the accountant says “subject to the footnotes,” we 
have not yet been able to discover what that means. I intend to reserve 
my comments on this until the discussion tomorrow on “Accountants 
certificates,” but our commission has taken the phrase to have no 
definite meaning. Nobody knows what it means.
One set of accountants uses the words “subject to ” in the final para­
graph, and they say, “We merely wish to call attention to what we said 
previously in our certificate and we are not qualifying at all. We take no 
exception to what has been done.” Another set of accountants says, 
“We specifically intend to use the words ‘subject to ’ to reflect an ex­
ception on our part; we are intending to take exception.”
Now, as I see it, the proper procedure for the accountant is in the body 
of this certificate to state the scope of his work, to state wherein he 
differs with the financial statements of the registrant. If the registrant 
prepares a statement in which five hogs are shown and the accountant 
cannot get them to change it, and he feels that it is not sufficiently sig­
nificant, that he wishes to withdraw from the phrase in his certificate, 
he should say, “The company shows under so-and-so five hogs, but as a 
matter of fact the company has four sheep,” and then when he comes to 
his final paragraph he says “except for the foregoing, the financial 
statements clearly reflect— ”
If in order to reflect the facts clearly, the financial statements require 
the use of footnotes, I see no reason why the accountant should not say, 
“The accompanying financial statements together with the footnotes 
thereon correctly reflect the facts with respect to the company.”
M r . R o c k e y : Mr. Blough, you say, “The financial statements to­
gether with the footnotes thereon correctly reflect the financial posi­
tion of the company.” Yes, we say that; but heretofore I think ac­
countants have not been making a real qualification.
For instance, in this particular case we did not confirm installment 
notes receivable. That is a footnote. We believe that a statement is 
correct, but four or five years from now we would not want a stock­
holder to indicate to us that a number of these notes were fraudulent.
In this particular instance, are we supposed to state in the certificate 
the fact that we are not taking responsibility for the value of the ac­
counts receivable?
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M r . B l o u g h : In the first place, it is not proper in the footnote to the 
balance-sheet to say, “The accountants did not verify accounts re­
ceivable.” That is not the place for it. The place for that is in the body 
of the certificate. State the scope of the audit and then state, “We did 
not verify accounts receivable,” and then based on that audit, “ the 
statements are considered to be correct.”
Now, if the scope of the audit does not appear adequate we may take 
a different action. We had a small loan company not long ago in which 
the accountant started off by stating, “We made an investigation of the 
company, but we did not verify notes, and we did not verify any of the 
accounts.” We said, “ Well, do you think you made an audit?”
They said, “Yes, we think we did,” and we said, “We do not think 
that you made an audit such as would ordinarily be made for a regular 
annual audit and it is not a sufficient audit to meet the requirements of 
the certificate. You have got to go back and make another examination 
and certify to it on the basis of an adequate audit.”
C h a ir m a n  S t a r k e y : Has any one else any comments on this ques­
tion? If not, I will call for an adjournment.
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Reorganization under the Revenue Acts
A Round Table
Th e  m e e t i n g  convened a t 2:30 P. M. on October 19th a t the Waldorf-Astoria, New York, with Dr. Joseph J. Klein, of 
New York, presiding.
C h a ir m a n  K l e i n : My name is Klein—Joseph J. Klein. I am, as 
most of you know, a member of the American Institute of Account­
ants. I was happy to accept the invitation of Mr. Fedde’s committee 
to help organize a round-table discussion of a fundamentally im­
portant and ever-present tax problem: Reorganization under the rev­
enue acts. In planning for the discussion I sought to select a few of the 
more important phases of the general problem so as to make our meet­
ing as helpful as possible to those who participate.
The topics thus selected, six in number, of which I trust you will 
approve, are:
1. The importance to our profession of the reorganization provisions 
in the Federal tax statutes.
2. The historical development of the reorganization provisions in 
the Federal revenue acts.
3. The legal versus the revenue act concept of reorganizations.
4. Reorganization as a tax avoidance vehicle or device.
5. Liquidations under the reorganization provisions of the Federal 
tax statutes.
6. Unsettled legal problems in connection with statutory reorgani­
zations.
I have selected for presentation the first two topics:
Mr. Maurice Austin, a partner in my accounting firm, an honor 
graduate of Brooklyn Law School, probably soon to become a member 
of the New York Bar,1 has cheerfully undertaken the preparation and 
presentation of papers on the fifth and sixth problems.
The Institute is under a great debt to a distinguished attorney, Mr. 
Edward H. Green, a member of a well known law firm, the name of 
which I am prohibited from mentioning by rules with which you are 
familiar. He has consented to present topics three and four.
All here have the privilege of participating in the general discussion 
which will follow the formal presentation of the prepared papers; in­
deed, they are urged to do so. The speakers understand that pertinent 
questions may be submitted to them by those who are present. May I 
suggest that, unless you have already done so, you write out your 
questions so that they may be in concrete and specific form. These 
questions will be collected at an early opportunity.
In the preparation of my own topics I have had invaluable coopera­
tion from Mr. Samuel Joyce Sherman, C.P.A., of my firm’s accounting 
staff, and a member of the New York Bar.
1 Since admitted to the New York Bar.
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I shall first discuss the importance of the reorganization provisions 
in the Federal taxing statutes, as indicated by the volume of reorgani­
zations, recapitalizations, liquidations, statutory exchanges and other 
transactions affected by the laws in question.
A common concept of the term “ reorganization” is that it involves 
the reconstruction or rehabilitation of a financially distressed or in­
solvent concern. The statutory definition of reorganizations as embod­
ied in our revenue acts is much broader, as Mr. Green will soon tell 
you. It is not limited to the readjustment of the capital structures of 
financially impaired corporations. It includes corporate amalgamations 
as exemplified by mergers, consolidations, holding companies and other 
forms of corporate combination. It includes the converse process of 
corporate disintegration or split-up into multiple corporate units as, 
for example, where an existing corporation transfers all or a part of its 
assets to one or more controlled corporations. Finally, it includes in­
ternal corporate readjustments such as recapitalizations and changes 
in identity, form or place of organization.
Tax practitioners utilize the statutory provisions dealing with re­
organizations, not only in connection with what may be called “public” 
reorganizations, but numerically to an infinitely greater extent in 
connection with “private” reorganizations.
Moody's Manual and other financial publications, including the 
Federal Statistics of Income, indicate the frequency, extent and number 
of “public” reorganizations. Such published data deal with mergers, 
consolidations, recapitalizations, partial and complete liquidations, 
split-ups, etc. Some of these changes in corporate structure result from 
amalgamations which are the result of economic choice. Others are 
brought about through economic necessity, and when business distress is 
the cause, readjustment in corporate structure may be effectuated 
either with or without the intervention of the bankruptcy courts. 
While the amounts of money which are involved in “ public” reorgani­
zations are immense, the number of such reorganizations is compara­
tively small and, although such reorganizations give rise frequently to 
substantial fees which are enjoyed by attorneys, accountants, under­
writers, appraisers and others, nevertheless they are not sufficiently 
large in number seriously to influence the practice of more than rela­
tively few firms of accountants and attorneys.
“ P r i v a t e ” a n d  “ P u b l i c ” R e o r g a n iz a t io n s
“ Private reorganizations,” in the sense in which we are using the 
expression, because of their relatively greater number, have contrib­
uted much to the practice of a large number of public accountants and 
attorneys. It is these reorganizations, rather than the larger and more 
spectacular “public” ones, which, therefore, loom large in the thinking 
and practice of the average firm of accountants and attorneys. Fortu­
nately, the statutory principles and legal precedents which are applica­
ble to the one class are almost equally applicable to the other.
According to the Federal census, only five business combinations 
were reported during the period 1861-1885. During the next fifteen 
years, 199 new combinations were announced; from 3 to 13 per year
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during 1890-1897. The period of prosperity which was ushered in 
about 1897 speeded up the consolidation movement. United States 
Steel was born during this era. During the five years, 1898-1902, 168 
new combinations came into existence involving capitalization of over 
four billion dollars.
Business recession, while producing distress mergers and consolida­
tions, is not ordinarily productive of many public reorganizations and 
of incidental public financing. Thus, from 1904 to the beginning of the 
World War, the amalgamation movement almost ceased. The 1903 
stock market crash and the 1907 business crisis were, however, not the 
only causes; the other important factor was the “ trust-busting” activ­
ities of the administrations of the first Roosevelt and of Taft. With 
renewed prosperity after the World War and through the optimistically 
styled “ New Era,” business consolidations and mergers grew apace. 
Between 1919 and 1928, 1,268 public manufacturing and mining com­
binations were reported, of which one third occurred in 1927 and 1928. 
The 1,268 combinations resulted in the merger of 4,135 concerns, in the 
acquisition of 3,114 organizations, and in the disappearance of 5,991 
business entities. In the public utility field, consolidations during 1919- 
1927 accounted for the disappearance of 3,744 companies by merger or 
absorption, while in banking, between 1921 and 1931, 5,094 mergers 
occurred involving the merger of 9,538 banks and the disappearance of 
5,137 institutions.
The effect of the public consolidation movement is, to some extent, 
revealed in Treasury statistics. During 1929, 8,754 consolidated returns 
were filed, involving 30,112 subsidiaries, an average of almost 3½ per 
top company.
We find in S.E.C. registrations an index to recent activity in “pub­
lic” reorganizations, although, of course, not all issues involve reorgani­
zations in a Federal income tax sense. During the fiscal year which 
ended June 30, 1934, the Federal Trade Commission approved offer­
ings of 216 corporations aggregating 128½ million dollars. From Sep­
tember 1, 1934, to June 30, 1935, the S.E.C. reported 253 issues of 
securities, aggregating $806,000,000; during the next full fiscal year, 
824 issues aggregating 42/3 billion dollars were reported. The registrants 
during the fiscal year ended June 3 0 , 1936, indicated that they intended 
to apply $395,600,000 toward the acquisition of securities of other 
corporations and $126,000,000 toward the expansion of plant and 
equipment and purchase of other capital assets.
Figures relating to 77B reorganizations also tell an interesting story. 
On June 7, 1934, President Roosevelt approved the corporate reor­
ganization act, popularly known as Section 77B of the bankruptcy act. 
Between June, 1934, and June, 1937, 1,973 77B petitions were filed by 
industrial corporations, of which 207 were by corporations with a 
capitalization of one million dollars and over. Of the 1,279 applications 
filed between June, 1934, and December, 1935, 134 corporations were 
reorganized, 90 were ordered to liquidate, 62 effected compositions and 
extensions, and no final disposition was indicated as to the remaining 
991 cases.
Remember, my sole purpose in presenting these statistics is to indi­
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cate the importance, to accountants and lawyers who are engaged in 
tax practice, of the reorganization provisions of the Federal revenue 
acts.
" P r iv a t e "  R e o r g a n iz a t io n s
Important as is the “ public” reorganization, the “ private” reor­
ganization is infinitely more important to the average tax practitioner. 
When, under the 1921 act, for about two years, it was possible to 
recoup in cash one’s entire investment, and even the possibly greater 
March 1, 1913, value thereof, nearly every qualified practitioner shared 
in reorganization engagements. During the era of high taxes, the re­
organization provisions afforded a popular avenue through which to 
ease, if not altogether to escape, the burden. The extent to which these 
provisions were utilized is hardly more than merely indicated in the 
figures publicized at the recent tax evasion and avoidance hearings. 
These statistics, well known to you, quite clearly indicate the volume 
of professional work which was involved. And now that the use of 
“ private” corporations, especially “foreign personal holding compa­
nies,” is officially frowned upon, tax practitioners are called upon to 
help unscramble many a tax omelet.
I now proceed to a more interesting topic: The historical develop­
ment of the reorganization provisions in the Federal revenue acts, 
legislatively, in administrative rulings, and in board and court decisions.
Messrs. Green and Austin will undoubtedly deal with some phases of 
the historical development of the reorganization provisions in the Fed­
eral taxing statutes. My own paper on the subject is as complete as 
necessary limitation of space and an almost decent regard for your 
patience and power of endurance permit.
As we survey the legislative development of our subject, several 
distinct phases are clearly discernible. We note the development from 
a crude beginning, in the 1918 act, to really workmanlike draftsman­
ship in the 1924 act. But we also observe that the high standard reached 
in the 1924 act was, lamentably, not consistently maintained in some 
of the later revisions, due primarily to the almost inhuman pressure 
under which the draftsmen had to labor in hectic attempts to express 
in language ill-digested legislative intention.
The development of reorganization provisions may also be described 
from the “ burden” viewpoint. Prior to the 1918 act, the law was silent 
on the subject, and the courts were literal, and, therefore, harsh, in 
their interpretations. Encouragement of business reorganizations was 
intended in the 1918 act. Greater liberality was sought and achieved in 
the 1921 act. By the amendment of March 4, 1923, one loophole (re­
coupment of investment) was closed. Thereafter, there was gradual 
tightening up until, in the 1932 act, foreign corporations were excluded 
from the category of “ parties to a reorganization,” unless the commis­
sioner was first satisfied that Federal income tax avoidance was not a 
principal motive. By provisions in sections not dealing with reorganiza­
tions, the 1937 “ loophole” act utterly discourages the organization 
(and continuance) of foreign personal holding companies.
If our subject is viewed from the administrative angle, we likewise
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find changing phases or cycles. From a period of indifference to one of 
rather friendly encouragement, one may trace the development to a 
point of downright antagonism to “ private” reorganizations. The 
changed attitude is not unassociated with the fact that full advantage 
has been taken of legislative loopholes which made possible widespread 
lawful tax avoidance and minimization. Undoubtedly, the Treasury’s 
change of attitude was in part due to its reaction to questionable 
practices on the part of a very few disreputable laymen and prac­
titioners.
Perhaps the most interesting phase of our subject is to be found in 
the interpretive development of the reorganization provisions of the 
Federal statutes by the courts. I select three illustrations:
T h e  P i p e  L i n e  a n d  R e l a t e d  C a s e s
The student of taxation was justified in expecting a broad and liberal 
construction of the concept of income by the Supreme Court after its 
definition of income in Eisner v. Macomber.2 When the test came in a 
series of reorganization issues, the promise was not fulfilled.3 These 
cases were U. S. v. Phellis, 257 U. S. 156 (1921); Rockefeller v. U. S. 
257 U. S. 176 (1921); Cullinan v. Walker, 262 U. S. 134 (1923); and 
Marr v. U. S., 268 U. S. 536 (1925). All of you are familiar with these 
leading cases and undoubtedly recall their facts. It will suffice, there­
fore, merely to observe that, prior to the enactment of the statutory 
reorganization provisions, because of the separate corporate entity, the 
court was willing to treat as resulting in taxable income exchanges of 
stock for stock in reorganizations—purely formal transactions—thus 
clearly stressing form rather than substance. As you will remember, fol­
lowing the earlier decision, Congress, first in 1918 and then in 1921, 
sought to relieve the hardship resulting from the taxation of unrealized 
“paper” profits.
The revival of business after the World War, marked by an era of 
unparallelled industrial expansion and consolidation and readjustment 
of corporate structures, made it imperative that the restrictive and 
technical judicial concepts of taxable income be changed to conform 
more realistically to the accounting concept of realized income.
The court having spoken in the pipe line cases, relief could come 
only through legislation. In enacting special provisions for the treat­
ment of exchanges incident to reorganizations, Congress had in mind 
three paramount purposes: (1) to remove the uncertainty respecting the 
taxable status of exchanges in connection with reorganizations, which 
constituted a serious impediment to legitimate business readjustments; 
(2) to eliminate the premature taxation of unrealized gains resulting 
from corporate reorganizations where the essential continuity of the 
enterprise was preserved under modified forms; and (3) to prevent 
taxpayers from taking colorable losses in connection with fictitious or 
merely formal exchanges.
2 252 U. S. 189 (1920).
3 Except, perhaps in Weiss v. Steam, 265 U. S. 242 (1924), which the court failed to 
follow the next year, in Marr v. U. S., 268 U. S. 536.
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As Mr. Green will soon tell us, the first reference in the Federal 
taxing statutes to reorganizations occurred in the 1918 act. He will 
probably trace the development of the reorganization provisions in the 
several revenue acts. I shall restrict myself to a brief reference to the 
interpretation problems which confronted those who had to deal with 
statutory reorganizations.
All of you know that the most difficult sections of the law to interpret 
are those dealing with reorganizations. Between January 9, 1933, 
and December 16, 1935, the Supreme Court passed on seven reorgani­
zation issues. During this period we learned that, despite the continu­
ous silence of the statute, for a reorganization to be effective there 
must be a “continuity of interest” of the old owners in the new or suc­
cessor corporation (Pinellas Ice & Cold Storage Co. v. Com'r., 287 
U. S. 462—Jan. 9, 1933); also, that the reorganization must be “ger­
mane to a business purpose” (Gregory v. Helvering, 293 U. S. 465—Jan.
7, 1935); also, that the continuing interest must be “definite and mate­
rial” (Helvering v. Minnesota Tea Co. et al, 296 U. S. 378—Dec. 16, 
1935). This topic will undoubtedly be dealt with by one or both of the 
other speakers.
“ P a r e n t h e t ic a l  C l a u s e  ” R e o r g a n iz a t io n s
Commencing with the revenue act of 1924, in sec. 203 (h) (1), and 
continuing in the corresponding sections of the 1926, 1928, and 1932 
acts, among the definitions of the term reorganization, we find:
".  (A) merger or consolidation (including the acquisition by 
one corporation of at least a majority of the voting stock and at 
least a majority of the total number of shares of all other classes of 
stock of another corporation, or substantially all the properties 
of another corporation) . . . ”
The meaning of the parenthetical clause, as most of you know, has 
been the subject of long-continued discussion. The other subdivisions 
of the definition section were found relatively clear, explicit and unam­
biguous. Among the interpretive difficulties to which the parenthetical 
clause gave rise, was whether a distinct and independent type of reor­
ganization was contemplated or whether, as the commissioner con­
tended, the parenthetical clause merely modified “ merger or con­
solidation.”
If the commissioner’s contention were correct, in order to meet the 
definition, it would first be necessary to have a merger or a consolida­
tion and then to test the applicability of the parenthetical clause by 
reference to the extent of the acquisitions of properties or of voting 
stock and of other shares. It must be conceded that the bureau was 
consistent in its attitude, because it insisted that to meet the require­
ments of subdivision (A) of the statutory definition, it was necessary 
for the transferor corporation to be dissolved (an issue which was 
squarely raised in the Minnesota T ea4 case and at least implied in 
dicta in the Cortland Specialty Co.5 case.)
4 296 U. S. 378.
522 B. T. A. 808 (March 19, 1931), aff’d (C. C. A. 2), 60 F. (2d) 937.
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In Alfred R. L. Dohme, 6 the Board of Tax Appeals, adopting the 
commissioner’s views, held that no reorganization had occurred be­
cause there was not present a combination of two or more corporations 
into a single entity, but a split-up of one corporation into two others.
The commissioner went even further and attempted to read into the 
parenthetical clause the independent requirement of subdivision (B) 
to the effect that the transferor must acquire statutory “control” 
(80 per cent.) of the transferee corporation.
The Pinellas Ice & Cold Storage Co.7 and the Minnesota Tea cases 
finally settled the question and established that the parenthetical 
clause constituted an independent and self-sufficient definition of a 
type of reorganization which was recognized as separate and distinct 
from any other of the definitions contained in the statute, and that, 
therefore, the 80 per cent. “control” was not a test.
On the day when the Supreme Court decided the Minnesota Tea case 
(December 16, 1935), it also disposed of the Nelson 8 and Watts 9 cases 
which established that dissolution of the transferor corporation was 
not an essential requirement of reorganization under the parenthetical 
clause.
Naturally, so far as interpretation is concerned, when the Supreme 
Court has spoken, the issue is closed. Congress may adopt the judicial 
construction or change the law. Following the court’s literal and harsh 
decisions in the early reorganization cases, Congress, in the 1918 act 
and still more in the 1921 act, legislatively freed from immediate tax 
most reorganization transactions. In the case of the parenthetical pro­
vision, Congress, commencing with the 1934 act, in sec. 112 (g) (1), 
subdivision (B), provided a modified definition in place of the confus­
ing and indefinite earlier parenthetical clause:
“ . . . (B) the acquisition by one corporation in exchange solely 
for all or a part of its voting stock: of at least 80 per centum of the 
voting stock and at least 80 per centum of the total number of 
shares of all other classes of stock of another corporation; or of 
substantially all the properties of another corporation . . . ”
It is to be noted that the successor of the parenthetical clause in the 
1934 and 1936 acts has been given the status of an independent sub­
section in the statutory definition of reorganization. The percentage of 
ownership that the acquiring corporation must secure in the stock of the 
transferor corporation has been increased from a majority to at least 
80 per cent., a requirement virtually lifted from the statutory defini­
tion of “control” in section 112 (h). Finally, the new requirement that 
the acquisition must be “solely for all or part of its voting stock” al­
most automatically insures the preservation of a “continuing interest” 
in the acquiring company on the part of the transferor corporation. 
The language of this new provision is not altogether free from doubt
6 31 B.T.A.671 (Nov. 22, 1934), reversed by C.C. A.4 (April 6 , 1936), 82 F. (2d) 964.
7 Pinellas Ice & Cold Storage Co. v. Com'r. (Jan. 9, 1933), 287 U. S. 462, aff’g 57 
Fed. (2d) 188, aff’g 21 B. T. A. 425.
8 John A . Nelson Co. v. Helvering (Dec. 16, 1935), 296 U. S. 374, reversing 76 F. (2d) 
696.
9 Helvering v. Watts et al. (Dec. 16, 1935), 296 U. S. 387, aff’g 75 Fed. (2d) 981.
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as apparently a corporation may acquire 80 per cent. of the stock or 
substantially all the properties of another corporation, in exchange for 
one share of its voting stock. This, of course, is an extreme interpre­
tation, the correctness of which one might well hesitate to test prac­
tically, and it is clear that the courts will be called upon to determine 
ultimately at what point the test of a “ definite and material” “con­
tinuity of interest” is satisfied.
I am sorely tempted to discuss Gregory v. Helvering10 and the 
cases which followed it, but refrain from doing so because it is inevi­
table that Mr. Green and Mr. Austin will have much to say about 
these decisions. However, in drawing inferences from the expressed 
attitude of the courts in the Gregory and related cases, we must not 
conclude that form—strict adherence to prescribed legislative tests— 
is no longer important or necessary. While we are forced to conclude 
that substance has received added emphasis, both in court decisions 
and in bureau interpretations, nevertheless, failure to comply literally 
with all formal statutory tests and requirements is undoubtedly fatal. 
It is quite impossible to overstress this caution.
I shall stop here because I am anxious, as I know you are, to hear 
from Mr. Green. Hold your applause for a moment until after I have 
presented to you our distinguished guest who, in the paper which 
he is about to read, will deal with a number of reorganization topics of 
fundamental importance, among them:
(a) The legal versus the revenue-act concept of reorganization.
(b) Reorganization as a tax-avoidance vehicle or device.
Ladies and gentlemen, I take great pleasure in presenting to you 
Mr. Edward H. Green, of the New York Bar.
D e f in it io n  o f  “ R e o r g a n iz a t io n  ”
M r . E d w a r d  H. G r e e n : A s I see it, a considerable portion of the 
trouble and controversy about reorganization under the revenue 
acts is traceable to the misuse of the word “reorganization.” The word 
“ reorganization” is not a word of art in the sense that it has a clear 
and definite meaning. Etymologically, it would seem to mean merely 
to “organize over again.” In common use, its meaning is akin to re­
habilitation or reformation; but in the revenue act the word has come 
to be used as the label for a catch-all basket into which a considerable 
number of diverse things have been thrown from time to time. Thus, 
we find included transactions which would ordinarily not be regarded 
as reorganizations, and we find omitted transactions which in common 
parlance would be considered as coming within that term.
The use of the word “reorganization” has been unfortunate; but 
even more serious has been the attempt to legislate for all the diverse 
contents of this basket as though they were alike and susceptible of 
like treatment, when in fact the different types of transaction included 
in that basket require different treatment.
I think that the historical approach will be useful. We find that in the
10 292 U. S. 465.
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1917 revenue act the word “reorganization” did not appear, and the 
law did not take cognizance of reorganizations. An exchange was an 
exchange and a sale was a sale, regardless of whether or not it occurred 
in a reorganization.
In the revenue act of 1918 we find the first mention of reorganiza­
tions. That statute provides that there shall be no recognition of taxa­
ble profit or deductible loss on the exchange of securities in connection 
with the reorganization, merger or consolidation of corporations. There 
is no attempt, however, to define “reorganization.” One important 
limitation was inserted in the statute, namely, that this provision would 
not apply unless under the exchange the par value or principal amount 
of securities received did not exceed the par value or principal amount 
of those which were surrendered. Apparently that provision was re­
garded as sufficient to meet the necessities of the situation, and the 
limitation was regarded as sufficient to prevent any improper avoidance.
The Treasury Department then proceeded to promulgate regulations 
to define “ reorganization.” It started off with a very narrow concept, 
limiting the meaning to a situation in which one company received 
all of the property of several companies, this company being either 
one of the existing companies or a new company, the remaining com­
panies being dissolved. While that definition was narrow and did not 
include transactions which were commonly regarded as “reorganiza­
tions,” still, it did not include any transactions that were not com­
monly so regarded.
B r o a d e n in g  o f  t h e  C o n c e p t
However, the Treasury Department two years later, without any 
change in the statute, broadened the definition so as to include the 
transaction where stock in a subsidiary corporation was exchanged 
for stock in the parent corporation, provided the parent and subsidiary 
were so closely related that they were affiliated for tax purposes. It is 
difficult to see why this should be called a “reorganization.” There are 
good reasons why in such a transaction profit or loss should be ignored; 
but the taxable status of that situation should have been treated on its 
own merits, instead of being thrown into the category of reorganiza­
tions. Surely, if Corporation A, owning 90 per cent. of the stock of 
Corporation B, acquires 5 per cent. more of the stock of Corporation B 
through the issuance of its own stock, we do not customarily think of it 
as a “reorganization,” and the transaction in its essence lacks the fun­
damental characteristics of consolidations, mergers and reorganiza­
tions. It may be that the Treasury Department recognized that such 
a transaction ought not be subject to profit or loss, and found that 
the easiest way to bring about that result was to call it a “ reorganiza­
tion.” But in taking this short-cut, the Government started on a path 
that has led to trouble.
In drafting the revenue act of 1921, Congress made its first real 
study of the question of reorganization. As a result of this study, Con­
gress undertook to define the word so as to cover a merger or consolida­
tion, including the acquisition by one corporation of at least a majority 
of the voting stock and at least a majority of the total number of shares
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of all other classes, of another corporation, or of substantially all the 
properties of another corporation; and also as including a recapitaliza­
tion or a mere change in identity, form or place of organization of a 
new corporation.
It is interesting to note that the committee on ways and means, in 
reporting the bill to Congress, stated with respect to this portion that:
“ Probably no part of the present income-tax law has been 
productive of so much uncertainty and litigation or has more 
seriously interfered with those business readjustments which are 
peculiarly necessary under existing conditions.”
And again:
“The preceding amendments, if adopted, will, by removing a 
source of grave uncertainty, not only permit business to go for­
ward with the readjustments required by existing conditions, but 
will also considerably increase the revenue by preventing tax­
payers from taking colorable losses in wash sales and other fic­
titious transactions.”
Under conditions as they existed in 1921, Congress was apparently 
primarily concerned with clarifying the law and permitting business 
to go forward; so far as evasion was concerned, this was recognized 
only in the negative way that by disallowing losses in reorganizations, 
the revenue was being protected.
In 1924, when Congress enacted a new revenue act, it again broad­
ened the definition of “ reorganization.” Two changes made by Con­
gress are particularly noteworthy:
The first of these is the treatment of a situation where a taxpayer 
transfers property to a corporation, and continues in control of the 
assignee corporation. In the revenue act of 1921 this situation was 
treated on its own merits, and there was a separate paragraph providing 
that such a transaction should not give rise to taxable gain or deductible 
loss. It was not called a “ reorganization ” or classified with reorganiza­
tions, but on its own merits it was declared to be a transaction in which 
profit or loss should be ignored. However, in the 1924 act this provision 
was broken into two parts. The situation where the transferor is a 
corporation was thrown into the “ reorganization” definition, leaving 
the situation where the transferor is an individual (or several indi­
viduals) in the same category as under the previous act, namely, non­
taxable, on the basis of its own merits.
The second change was to introduce the subsequently famous sub­
division (g); in the 1924 act it appeared as subdivision (c) of section 
203. It permits a stockholder in a corporation to receive stock or securi­
ties in another corporation, a party to a reorganization, without the 
recognition of gain if he does not surrender any of his stock or securi­
ties. It was the use (or misuse) of this provision, plus the other 1924 
enlargement of the “reorganization” definition, that gave rise to the 
controversy in Gregory v. Helvering (292 U. S. 465).
Congress, when it defined “ reorganization,” simultaneously legis­
lated in terms of “ a plan of reorganization” and “a party to a reor­
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g a n iz a t io n .” A s lo n g  a s  th e  d e fin itio n  o f  “ re o r g a n iz a tio n ” w a s  lim ited  
so as to  in c lu d e  o n ly  th o se  tra n sa c tio n s  w h ich  w ere fu n d a m e n ta lly  th e  
sa m e  an d  w h ich  co u ld  b e  h a n d led  a s  a  grou p , th en  i t  w a s  fea s ib le  to  
le g is la te  o n  a  grou p  b asis  w ith  resp ec t to  t h e m ; b u t  w h en  th e  d efin ition  
in c lu d ed  tra n sa c tio n s  w h ich  w ere in h e r e n t ly  d ifferen t, th e n  i t  w ou ld  
se e m  a lm o st  in e v ita b le  th a t  tro u b le  sh ou ld  arise .
Thus, if an operating company has $50,000 of Government bonds 
in its treasury and transfers them to a corporation which it organizes 
for the purpose, there is good reason for saying that the transaction 
should not produce taxable gain or deductible loss; but when that result 
is achieved by throwing that transaction into the classification of 
“reorganizations,” the possibility of trouble should be apparent, 
when we remember that thereby both transferor and transferee auto­
matically become parties to a reorganization, and that Congress has 
also enacted that stock in a party to a reorganization can be dis­
tributed without gain to the stockholder. If, after the stock in this 
newly formed corporation is distributed, this corporation is then dis­
solved so that the stockholders get the Government bonds, are they to 
be treated any differently than if they had been received from the old 
corporation directly, as a dividend? That is the problem of the Gregory 
case. It should be noted that if Congress had not made the change in 
the revenue act of 1924 first above referred to, but had left to stand 
on its own feet transfers by corporations to a controlled corporation as 
well as transfers by individuals, as in the 1921 act, there would have 
been no Gregory case.
It would seem to be desirable and logical for Congress to provide that 
a corporation could be split into two parts under certain conditions 
and with certain safeguards, without recognition of taxable gain or 
deductible loss; but that procedure also should be dealt with on its own 
merits and with appropriate safeguards and conditions, and confusion 
was again to be expected when the problem was left to be dealt with 
under the omnibus “reorganization” provisions.
W e a k n e s s  o f  t h e  S t a t u t e
In the revenue act of 1926 and in the revenue act of 1928 Congress 
made no alterations in the reorganization section. The provision that 
taxable gain shall not be recognized in a reorganization does not neces­
sarily mean that taxes will not be paid, but that the time for ascertain­
ment of gain and the consequent payment of taxes is postponed. These 
were years of Treasury surpluses, and the postponement of taxes was 
not a matter of moment. Also, it was still too early for the authorities 
to have any general realization of the weaknesses of the statute and 
the possibilities of evasion under it.
The next revenue act to be passed by Congress was in 1932. By now, 
one of the more obvious ways in which the reorganization statute could 
be used as a means of tax evasion had apparently attracted sufficient 
attention to require remedial action. If a taxpayer had securities with 
a large unrealized appreciation, he could transfer them to an owned 
foreign corporation without taxable profit; and then this foreign cor­
poration could sell the securities outside of the United States, so that
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no tax would be received by the Government even when the profit 
was realized. Accordingly, in this revenue act Congress provided that 
most of the reorganization provisions should not apply to a foreign 
corporation unless, before the transaction, the facts were laid before 
the Commissioner of Internal Revenue and he had ruled that one of 
the primary purposes of the transaction was not to avoid taxation.
Congress next revised the revenue act in 1934. By that time much 
had happened. Cases such as Pinellas Ice & Cold Storage Company v. 
Commissioner [57 F. (2d) 188]* and Cortland Specialty Company v. 
Commissioner [60 F. (2d) 937] brought out the weakness of using so 
general a word as “ securities.” Congress probably had in mind that the 
determination of profit or loss would be postponed, so long as the tax­
payer stayed in the enterprise and had not factually realized the profit. 
However, the above cases are illustrations of how taxpayers try to 
“ have their cake and eat it, too,” namely, try to realize their profit in 
fact and at the same time use the form of reorganization to postpone the 
payment of the tax.
In the Pinellas case the taxpayer took a comparatively short-term 
promissory note, which would at least postpone the tax until the taxa­
ble period in which the note should mature and be paid, if it was a 
“security.” The Supreme Court held that it was not a “security” 
within the intent of the act, for to come within the act the seller would 
have to acquire a more definite interest in the affairs of the purchasing 
company. Also, by that time various other situations, of which the 
Gregory case is illustrative, had come to the attention of the Treasury 
Department, and a number of them were in process of litigation. It was 
becoming apparent that, through the medium of making the definition 
of “ reorganization” a “catch-all” and then legislating generally with 
respect to “ reorganizations,” a situation had been produced whereby 
the shrewd practitioner found that there were few transactions in the 
business world that he could not put in the form of a “ reorganization" if 
he played with the material long enough and went through enough 
motions.
P l u g g in g  t h e  L o o ph o l e s
However, Congress in 1934, in spite of eighteen years of experience, 
merely continued the general form of the statute and tried to plug 
up the loopholes. They continued to legislate on a “catch-all” basis, 
with the result that they blocked some things that should have been 
blocked, and blocked others that probably ought not to have been 
blocked. For example, under the “reorganization” definition, the se­
curities given for stock or properties of another corporation were 
limited to voting stock. In curing the looseness of the word “securi­
ties,” Congress went to the other extreme. It properly excluded promis­
sory notes, but it is questionable whether it did not go too far in re­
quiring the sole consideration to be voting stock, especially in view of 
the common practice of issuing preferred stock which does not vote 
when dividends are not in default.
Congress also omitted subdivision (g) above referred to, which per­
* The Supreme Court affirmed in 287 U. S. 462 and its opinion approved the deci­
sion in the Cortland case.
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mitted the distribution of stock of a party to a reorganization, without 
recognition of gain. This prevented the recurrence of situations such 
as that in the Gregory case; but as Congress substituted nothing in the 
place of this subdivision, it is an open question whether there is any 
way that a corporation can subdivide without the recognition of gain 
or loss.
Congress further tightened the “reorganization” definition by in­
creasing from 50 per cent. to 80 per cent. the amount of stock that one 
corporation had to acquire in another, in order to come within that 
classification. I submit that there is a real doubt as to why the acquisi­
tion of 80 per cent., any more than 50 per cent., of the stock of a 
company should be treated as a “reorganization.” On the merits, there 
are good reasons why, under some circumstances, the acquisition by one 
corporation of a sufficient percentage of the stock of another should be 
treated as not giving rise to immediate taxable profit or loss; but the 
conditions and the safeguards are not necessarily the same as those 
appropriate to a true reorganization.
Incidentally, it should be noted that in recent years Congress has 
been amending the revenue act in another respect that has an indirect 
bearing on the reorganization situation. In a very considerable propor­
tion of the cases in which the reorganization provisions were used, the 
personal holding company was the vehicle by which the reorganization 
was carried out and it was often used as a means of accomplishing 
an end that the Government regarded as an evasion of the statute. 
In the last few revenue acts Congress has steadily discouraged personal 
holding companies, by increasing the tax cost of maintaining them; 
and finally, in 1937, dealt practically a death blow to foreign personal 
holding companies, which were regarded as the chief offending means 
in the evasion of the statute.
T h e  P r e s e n t  S t a t u s
Congress has now left “reorganizations” in this situation: Con­
solidations and mergers (which are clearly reorganizations) have been 
left alone. The same is true of mere changes in identity, form or place 
of organization.
As for “recapitalizations,” we shall have to wait until the courts 
tell us just where we stand. The word in itself is of indefinite meaning, 
and it would seem that Congress, instead of throwing the word into 
the “reorganization ” classification, might well have treated “recapital­
ization ” on its own merits and laid down a criterion by which we could 
determine just what recapitalizations do not give rise to recognized 
gain or loss.
The other transactions included under the heading of “ reorganiza­
tions” would seem not to be reorganizations at all. It has been chiefly 
because of their inclusion that Congress has found it advisable to amend 
the “reorganization” sections from time to time. It is to be doubted 
whether any one regards the present statute as satisfactory. Congress 
might find the way out of the difficulty by taking these transactions 
out of the “ reorganization” classification and treating each one on 
its own merits.
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In closing, it should be noted that the situation that most commonly 
comes to mind when the word “reorganization ” is used is still of indeter­
minate status under the “reorganization” definition. When bond­
holders or other creditors put a corporation into receivership and a 
reorganization committee buys in the properties at judicial sale for 
the account of the creditors, we have a transaction which every one 
would unquestionably call a “reorganization.” Still, the Board of Tax 
Appeals has held that this is not a “reorganization ” under the revenue 
act unless the stockholders of the insolvent company continue to have 
an interest in the new company. One circuit court of appeals has re­
fused to go that far, and we still await final word from the courts. 
Surely, the “reorganization” provisions should make clear the status 
of the most truly typical form of reorganization. It would indeed be 
ironical if profit and loss were ignored only when the stockholders of the 
insolvent corporation were left out of the reorganization, for then the 
holders of the defaulted bonds would be in a position to take their loss 
immediately only if they froze out the stockholders.
D r . K l e in  : That enthusiastic applause was well deserved, indeed. 
Mr. Edward H. Green has again placed the accounting profession under 
a great debt to him. His philosophic cogitations, this afternoon, have 
served to make crystal clear some of the most baffling and conflicting 
concepts in the revenue statutes. For this we are grateful to him, 
and . . .
M r . G r e e n : Pardon me, those weren’t philosophic; those were in­
tended to be essentially practical considerations trying to see where we 
were and where we were going.
D r . K l e i n : Nevertheless, I insist, Mr. Green, that when a thor­
oughly trained and experienced lawyer, whose understanding grasp of 
his subject is as complete as you have just proved to us yours is, we have 
had the rare privilege of listening to a philosopher of the law. The in­
sight which you have given these accountants into the workings of the 
well-ordered legal mind has been an inspiration and most helpful.
Mr. Green has promised to permit the Institute to include his paper 
in the volume which will be published to commemorate our fiftieth 
anniversary. For this, too, we are most grateful to our guest.
Mr. Maurice Austin, who will present the last of the formal papers 
prepared for this afternoon’s symposium, has been requested to discuss:
(a) Unsettled legal problems in connection with statutory reorgani­
zations, and
(b) Liquidations under the reorganization provisions of the Federal 
taxing statutes.
As you will recall, Mr. Green referred to some unsettled items in our 
taxing statutes but, I submit, more than a single afternoon would be re­
quired to discuss all unsettled tax questions involved in reorganizations.
The question of statutory liquidations has become increasingly im­
portant as legislation has made continued existence of the “ private” 
corporation more costly tax-wise. The 1937 “ loophole” act, as you 
know, encourages the early liquidation of foreign personal holding 
companies.
I know, therefore, that we shall be happy to listen to Mr. Austin 
whom I now take great pleasure in presenting to you.
M r . M a u r ic e  A u s t in  : My assignment in this afternoon’s round-table 
meeting is to present for discussion some of the more important un­
settled tax questions in corporate reorganization procedure. I have in­
cluded under that heading the new statutory provision for tax-free 
corporate liquidation, because it is related to the orthodox forms of 
statutory reorganization, not only through the common factor of non­
recognition of gain or loss, but also by reason of the more important 
fact that many forms of corporate rearrangement and combination in­
volve the liquidation of existing or newly acquired subsidiary corpora­
tions.
T a x -F r e e  C o r p o r a t e  L iq u id a t io n s
As contrasted with the general rule that complete liquidation of a 
controlled subsidiary corporation results in recognizable gain or loss, 
sec. 112 (b) (6) of the revenue act now provides for the nonrecognition 
of gain or loss to the parent corporation if stated requirements of con­
trol and period of liquidation are met. As a corollary to the nonrecog­
nition of gain or loss, sec. 113 (a) (15) provides for the continuance of 
the basis of the subsidiary’s property, unchanged, in the hands of the 
parent corporation. Through the application of this provision, a parent 
corporation can "step up” its basis by a sec. 112 (b) (6) liquidation, 
where the aggregate basis of the subsidiary corporation’s net assets 
exceeds the basis to the parent of its holdings of subsidiary corporation 
stock; conversely, resort to sec. 112 (b) (6) procedure may involve a 
tax pitfall for the parent corporation, if the basis of its holdings of sub­
sidiary corporation stock is greater than the aggregate basis of the 
subsidiary’s net assets.
The tax-free liquidation procedure not only facilitates simplification 
of holding company structures, but also adds to the statutory mechan­
ics by which a tax-free reorganization can be effected. This is illus­
trated in the case of the merging by a parent corporation into itself of a 
largely, but not wholly, owned subsidiary, accompanied by the issu­
ance of stock of the parent corporation to the subsidiary’s minority 
shareholders in place of their existing holdings. The commissioner has 
taken the position, under prior law, that the transaction effects a tax­
able liquidation of the parent corporation’s stock holdings in the sub­
sidiary. The Board of Tax Appeals 11 and the circuit court of appeals 
for the eighth circuit,12 on the other hand, have held such an alleged 
liquidation not taxable where the parent corporation issues its capital 
stock for the full value of the subsidiary’s property and, pursuant to 
the plan, receives back a pro-rata share of such stock in exchange for its 
holdings in the subsidiary. The ground of decision in both cases was 
that the alleged liquidation transaction was a tax-free exchange of 
stock for stock in connection with a corporate reorganization. No 
published ruling or decision has discussed a situation in which the plan
11 General Motors Corporation, 35 B. T. A., 523 (on appeal. C. C. A.-6).
12 Helvering v. Winston Bros. Co., 76 Fed. (2d) 381.
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employed the short-cut procedure of issuing the parent company’s 
stock only to the subsidiary’s minority shareholders. In all these cases, 
however, sec. 112 (b) (6) offers indubitably tax-free procedure, if the 
parent’s stock ownership in the subsidiary corporation represents 
statutory control; if, on the other hand, such ownership is less than 
statutory control, doubt as to taxability still exists.
Again, we find that, under earlier acts, the tax status of a merger con­
summated through the acquisition by one corporation of statutory 
control of the stock of another corporation, and the immediate liquida­
tion of the latter, is still not finally determined. While the Board of Tax 
Appeals, in the Whittell case,13 on the basis of decisions involving analo­
gous, though not identical issues, has held the liquidation in such a case 
to be nonproductive of gain or loss, on the theory that it is but a step 
in a single indivisible transaction, namely, the acquisition of property 
for stock, the Bureau of Internal Revenue has expressed its nonac­
quiescence in this decision, and continues to adhere to the view that 
such a liquidation is a separate substantial transaction, and, like any 
ordinary liquidation, is productive of gain or loss according to the usual 
formula. Here also, compliance with sec. 112 (b) (6) now renders this 
procedure unquestionably tax-free; and whether the liquidation be 
effected, in this case, by ordinary dissolution and distribution, or by 
means of a merger under state statute, is immaterial, since sec. 
112 (b) (6) expressly provides that a distribution otherwise constituting 
a distribution in complete liquidation within the meaning of the section 
is not removed from its operation, merely because the distribution is 
otherwise viewed under local corporate law.
As in the case of most new statutes, interpretive questions requiring 
judicial determination may arise. For example, the statute requires 
the adoption of a “plan of liquidation,” where the subsidiary corpora­
tion’s assets are not completely distributed within a single taxable year. 
But what is a “ plan of liquidation”? Presumably, it is something 
more than a mere stockholders’ resolution authorizing and directing 
liquidation, and must at least contain an indication of the broad out­
lines of authorized procedure. Per contra, a construction requiring a 
plan of liquidation to contain a detailed itemization of methods of 
liquidation and times and manner of distribution, leaving but a mini­
mum of discretion to the directors, would appear unreasonable and not 
intended. From another viewpoint, if a mere resolution which gives the 
directors unlimited discretionary authority as to the time and manner 
of distribution without setting a date for its completion is not a statu­
tory plan of liquidation, it would appear possible for a parent corpora­
tion, acting under such a resolution, to render deductible a loss upon 
liquidation of a subsidiary, by spreading the liquidation over two tax­
able years. Just when a plan is a plan may require judicial determina­
tion.
Intercompany indebtedness between parent and subsidiary corpora­
tions may raise interesting questions of application. If the subsidiary is 
indebted to the parent, so much of the former’s assets as are applied in
13 George Whittell & Co., Inc., 34 B. T. A. 1070 (Non-acq. C. B. XVI-1, 53).
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part or full payment of the indebtedness is clearly not distributed in 
cancellation or redemption of capital stock, and, consequently, is not 
within the purview of sec. 112 (b) (6). If the subsidiary is insolvent, so 
that the property transferred is less than the amount of the debt, the 
parent corporation has evidently sustained a deductible bad-debt loss 
despite the provisions of sec. 112 (b) (6). Moreover, that section applies 
only to the gain or loss to the parent corporation. Accordingly, even in 
sec. 112 (b) (6) liquidations, to the extent that assets of the subsidiary 
which have appreciated in value are transferred in partial or complete 
satisfaction of the subsidiary’s indebtedness to the parent corporation, 
it would appear that the subsidiary has realized taxable gain; and con­
versely where the assets thus transferred have decreased in value. This 
suggests the interesting question of whether the subsidiary may suc­
cessfully so select the assets to be transferred in repayment of indebted­
ness and on account of liquidating distributions, respectively, as to re­
sult in no taxable gain, in the case of appreciation, or in an allowable 
deduction, where depreciation in value has occurred.
Again, suppose that the subsidiary owns obligations of the parent at a 
cost less than the parent’s original issue price. Upon a sec. 112 (b) (6) 
liquidation, does the parent, through the persistence of basis provision, 
acquire its own obligations at less than original issue price and thereby 
realize taxable gain? I refrain from suggesting an answer.
A fact situation which presents a rather imposing difficulty is one in 
which the subsidiary corporation owns nontransferable assets. How, 
in such a case, can liquidation be effected within sec. 112 (b) (6), if 
realization upon the assets is not feasible within the statutory maximum 
liquidation period? For example, if the subsidiary corporation has a 
sound basis for a claim for refund of Federal income taxes, must this 
claim be abandoned in order to effect a complete liquidation within the 
statutory maximum period? Or is the statute satisfied if all transferable 
property is transferred to the stockholders within that period and the 
other assets transferred when they can be converted into transferable 
form? The latter alternative would appear to be outside of the express 
requirement of this statute.
Certain by-products of a sec. 112 (b) (6) liquidation are worthy of 
note. Although the parent corporation, through the liquidation, may 
acquire the entire earning power of the subsidiary corporation, there is 
no corresponding addition to the adjusted declared value of the parent 
corporation’s capital stock, with the result that the parent corporation 
may now incur excess-profits tax liability. In such a case, other factors 
being equal, it would appear that liquidation under sec. 112 (b) (6) 
should be discarded in favor of statutory consolidation or other form of 
statutory reorganization resulting in the transfer of the combined cor­
porate assets to a newly created corporation, which can then declare a 
new capital stock value adequate for the combined earning power.
Another interesting question is whether a sec. 112 (b) (6) liquidation 
may give rise to a dividends-paid credit deductible in computing the 
surtax on undistributed profits. This question arises from the fact that 
one subsection of the statute relating to dividends-paid credits provides 
that the portion of a liquidating distribution which is properly charge­
able to earnings or profits shall be treated as a taxable dividend paid, 
while another subsection provides that if any part of a distribution is 
not a taxable dividend in the hands of the shareholders no dividends- 
paid credit shall be allowed with respect to such part. Much might be 
said on which of these subsections modifies the other. But there is more. 
The former subsection presumably relates only to such liquidations as, 
under the statute, effect distributions of earnings or profits. On this 
point, sec. 115 (h) provides that certain distributions of stock or se­
curities shall not be considered distributions of earnings or profits. One 
possible conclusion from all this is that every liquidating distribution, 
not coming within sec. 115 (h), results in a dividends-paid credit, to the 
extent chargeable to earnings or profits. The regulations, however, deny 
the credit in every sec. 112 (b) (6) liquidation, whether or not sec. 115 
(h) applies. In reaching this conclusion, the bureau was probably in­
fluenced by the rulings in the Sansome and related cases,14 in which 
it was held that the reorganization nonrecognition sections of the 
statute modify the provisions relating to dividends, and that, in cor­
porate reorganizations in which neither gain nor loss is recognized to the 
stock and security holders, the corporate earnings are deemed to remain 
undistributed and to retain their character as such in the new or suc­
cessor enterprise, and thus continue available for subsequent distribu­
tion as dividends. Whether this principle will be carried over and ap­
plied to sec. 112 (b) (6) remains an open question. At any rate, under 
this regulation, if the liquidated subsidiary has paid no dividends dur­
ing the taxable year, it is subject to the maximum undistributed-profits 
surtax. The sometimes suggested remedy of paying dividends imme­
diately prior to liquidation involves the hazard of a determination that 
the alleged dividends were but part of a series of liquidating distribu­
tions. The regulations offer relief by permitting the parent corporation 
to allocate its dividend payments subsequent to the liquidation, be­
tween its own earnings and those of the subsidiary, and allowing the 
proper allocated portion as a dividends-paid credit to the subsidiary 
company. This provision is without express statutory warrant, and to 
what extent the courts will uphold it remains to be seen. That the bu­
reau found it necessary to mitigate its own interpretation of the statute 
by what amounts to administrative legislation, not only emphasizes 
defects in the statute, but also suggests weakness in the interpretation.
We now turn from the problems presented by sec. 112 (b) (6) to 
some of the recently litigated and as yet unsettled questions affecting 
statutory reorganizations.
A s s u m p t io n  o f  L ia b il it ie s
Whether the assumption of liabilities in part consideration for a 
transfer of property under a reorganization plan constitutes the pay­
ment of “other property” or “boot” so as to make an otherwise tax-
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14 Commissioner v. Sansome, 60 Fed. (2d) 931 (C. C. A. 2), certiorari denied, 287 
U. S. 667; United States v. Kauffmann, 62 Fed. (2d) 1045 (C. C. A. 9); Estate of Murch­
ison v. Commissioner, 76 Fed. (2d) 641 (C. C. A. 5), certiorari denied, 56 S. Ct. 100; 
Baker v. Commissioner, 80 Fed. (2d) 813 (C. C. A. 2); Helen v. Crocker 29 B. T. A. 
773; Harter v. Helvering, 79 Fed. (2d) 12 (C. C. A. 2).
free transaction potentially taxable to the extent of the liabilities as­
sumed, may become a vital question in many reorganizations. The 
Board of Tax Appeals 15 has sustained the Government in holding that 
the assumption of liabilities is the equivalent of cash and constitutes 
taxable “ boot.” On the other hand, the district court for the District of 
Maryland and the circuit court of appeals for the fourth circuit, in the 
Hendler case,16 have held that “ boot” refers to property which has an 
ascertainable market value, and is susceptible of receipt by the corpora­
tion and distribution by it pursuant to a plan of reorganization; and 
that an assumption of liabilities does not meet these tests. The court 
also held that, regardless of the legal fact of assumption of liability, the 
actual and practical fact was that the transferor conveyed only an 
equity in its properties, and received only a net consideration, in the 
form of stock and/or securities.
While, under prior laws, the treatment of the assumption of liabilities 
as taxable “ boot” might, at worst, impart a limited degree of taxability 
to reorganization transactions, under the 1934 and later acts, there 
arises the more fundamental question of whether the transaction even 
qualifies as a statutory reorganization. The present statutory definition 
of reorganization includes, inter alia, a transaction whereby one cor­
poration acquires substantially all of the properties of another corpora­
tion in exchange solely for all or a part of the former’s voting stock.17 
If, in such a transaction, the assumption of liabilities by the acquiring 
corporation is construed as the giving of “ boot,” the consideration for 
the property no longer consists solely of voting stock, and the transac­
tion, therefore, is not a statutory reorganization. It follows that if the 
assumption of liabilities, or of obligations such as leases and purchase, 
sale and employment contracts constitute “ boot,” then rarely indeed is 
a corporate amalgamation a statutory reorganization. Undoubtedly, 
payment by the transferor corporation of all of its liabilities prior to 
transfer of the property would dispose of the question, but this is seldom 
feasible. Many cautious practitioners have advised their clients to have 
the acquiring corporation take subject to liabilities, rather than assume 
them; but, apart from the frequent impracticability of this suggestion, 
it may well be doubted whether a difference in tax liability would 
necessarily follow from the legally substantial, but practically unsub­
stantial, difference, between the two procedures.
From the standpoint of statutory construction, one might well im­
pute knowledge to Congress of such a commonly known fact as the al­
most universal assumption of liabilities in corporate reorganizations, 
and thereby conclude that Congress, when enacting a statute to facili­
tate reorganization transactions by nonrecognition of gain or loss, 
could not have intended at the same time to withhold its protection in 
all but the exceptional case, by treating an assumption of liabilities as 
“ boot.” From a practical standpoint, there appears but little doubt of
15 Fred L. Dickey, 32 B. T. A. 1283 (Acq.); The Daily Telegram, 34 B. T. A. 101; 
Brons Hotels, Inc., 34 B. T. A. 376; cf. Helvering v. Minnesota Tea Co., 89 Fed. (2d) 
711 (C. C. A. 8), certiorari granted Oct. 11, 1937.
16 Hendler v. U. S., 17 Fed. Supp. 558; aff’d 91 Fed. (2d) 680; certiorari granted 
Dec. 6, 1937.
17 Revenue act of 1936, sec. 112 (g) (1) (B).
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the soundness of the view that the assumption of liabilities generally 
should not constitute taxable “ boot.”
F o r e ig n  C o r p o r a t io n s  a s  P a r t ie s  to  R e o r g a n iz a t io n s
For the purpose of preventing tax avoidance through tax-free trans­
fers of property to foreign corporations which could then dispose of the 
property outside the United States without Federal income-tax liabil­
ity, Congress, in 1932, enacted two companion provisions,18 one of 
which, in its present form,19 is to the effect that, for the purpose of most 
of the statutory nonrecognition provisions [including reorganization 
exchanges and sec. 112 (b) (6) liquidations], a foreign corporation is not 
to be considered as a corporation unless prior to the transaction the 
commissioner is satisfied that tax avoidance is not one of the principal 
objects of the transaction. For most practical purposes, this provision 
eliminates foreign corporations as parties to tax-free corporate reor­
ganizations, since the commissioner has not made apparent by any 
published ruling or decision in what types of transactions he will be 
satisfied that tax avoidance is not a principal purpose of a proposed 
reorganization involving a foreign corporation.
The revenue act of 1937, however, presents an interesting possibility. 
New sec. 334 provides that for the purpose of determining the amount 
of the undistributed net income of a foreign personal holding company 
which is to be taxed to its American shareholders, the gross income of 
the foreign personal holding company is to be determined, with certain 
exceptions not here material, as if the foreign corporation were a do­
mestic corporation. If this be applied so as to level, for this purpose, all 
differences between domestic and foreign corporations, it would seem 
that if a foreign personal holding company were to consummate a 
reorganization whereby all of its assets were transferred to an American 
corporation solely in exchange for the latter’s voting stock, the transac­
tion would not result in recognizable gain for the purpose of determining 
the undistributed supplement P net income taxable to the American 
shareholders, and, if the transaction were initiated and consummated 
outside the United States, the gain would not be taxable to the foreign 
corporation either. I present this thought, not as a conclusion, but 
rather as food for interesting speculation.
E f f e c t  o f  C o r po r a t e  R e o r g a n iz a t io n s  a n d  T a x -F r e e  
E x c h a n g e s  u p o n  C o r p o r a t e  E a r n in g s  a n d  P r o fit s
Another interesting field which has not yet been completely defined 
by judicial decision is the effect of corporate reorganizations and tax- 
free exchanges upon the determination of corporate earnings and 
profits, available for dividend distribution, as distinguished from the 
determination of statutory net income. In the Sansome and related 
cases,20 it was held that where, through a tax-free reorganization, the 
properties of a corporation were acquired by a new, or successor, or
18 Revenue act of 1932, secs. 112 (k), 901.
19 Revenue act of 1936, sec. 112 (i).
20 See note (14), supra.
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merging corporation, the earnings and profits of the original company 
retained their character as such in the successor corporation and re­
mained available for distribution as taxable dividends, although from 
a corporate point of view, they had become capitalized in the second 
corporation. While this much seems to have been clearly established as 
the law, the result is not yet clear in other cases. For example, if a 
corporation engages in a tax-free exchange of stock for stock in con­
nection with a reorganization and the exchange results in no recogniza­
ble gain or loss to it for net income determination purposes, is such 
gain or loss nevertheless to be recognized for the purpose of determining 
earnings or profits available for distribution as taxable dividends to the 
shareholders? In the regulations,21 the commissioner has taken the 
position that such gains and losses are to be taken into account in 
determining earnings or profits only when recognized for net income 
determination purposes. The Board of Tax Appeals,22 however, has 
consistently held to the contrary and has stated in definite terms that 
even though such gains are not recognized for the purpose of determin­
ing tax liability of the corporation itself, they nevertheless constitute 
realized earnings or profits which are available for dividend distribu­
tion. Another phase of the same problem is presented in determining 
gain or loss from the sale or allowances for depreciation or depletion of 
property the basis of which is other than its actual cost to the cor­
poration. As examples, we have the persistence of basis in the case of 
property acquired by a corporation in connection with a reorganization, 
and in the case of property transferred to a controlled corporation. 
In a case involving the latter situation, the Board of Tax Appeals and 
the circuit court of appeals for the tenth circuit23 held that although, 
for the purpose of determining the income-tax liability of the corpora­
tion, the basis of the property was the cost thereof to the transferor, 
nevertheless, for the purpose of determining the corporation’s earnings 
or profits available for dividend distribution, the basis of the property 
was cost thereof to the corporation itself. Whether these holdings will 
be accepted as good law by the administrative authorities is not yet 
clear. The probability is that further judicial tests of this question 
will be made.
A c c u m u l a t e d  P r e f e r r e d  D iv id e n d s  i n  E x c h a n g e s
The decision of the Board of Tax Appeals in the Kirby  case,24 de­
cided March 9, 1937, raises an interesting point. In that case, cumula­
tive preferred stock was exchanged for bonds under a plan of recapitali­
zation which specifically allocated part of the bonds to the dividends 
in arrears on the preferred stock. As a preliminary to the exchange, the 
directors of the corporation declared and authorized the payment of the 
accumulated dividends. The board held that the portion of the bonds 
representing the accumulated dividends was taxable as a dividend.
21 Reg. 94, art. 115-3.
22 Susan T. Freshman et al., 33 B. T. A. 394; F. J. Young, 35 B. T. A. 860; Robert 
McCormick, 33 B. T. A. 1046; Susan Perry Lea, 35 B. T. A. 243 (on appeal, C. C. A. 2).
23 Commissioner v. McKinney, 87 Fed. (2d) 811, aff’g 32 B. T. A. 450.
24 35 B. T. A. 578.
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While, from the facts stated, the decision appears sound, the interesting 
question now arises whether stock or securities received in exchange 
for cumulative preferred stock with dividend arrears are taxable as 
dividends where the dividends have not been declared. Frequently, 
without any dividend declaration, the plan submitted to the stock­
holders states that of the securities offered in exchange for the pre­
ferred stock, a specified portion is intended to represent or is in pay­
ment of accumulated dividends. In such a case, does the portion of the 
new securities attributable to the accumulated dividends constitute 
a dividend payment, or is it merely part of a tax-free exchange of stock 
for stock or securities? Principles of general corporation law indicate 
that, prior to declaration, the right to dividends, though cumulative, 
is but one of many rights represented by ownership of the preferred 
stock, and, in the absence of dividend declaration, has no legal ex­
istence separate from the stock itself. It follows that, if such stock is  
exchanged for new securities, part of which is attributed, without 
dividend declaration, to the stockholders’ preferred claim against the 
assets for the accumulated dividends, the transaction is nothing but an 
exchange of stock for securities, and no part of the new securities is 
taxable as a dividend. Nevertheless, the K irby  case has been otherwise 
interpreted in some quarters, and the question, therefore, may still be 
classed as unsettled.
E x t e n d e d  D e f in it io n  o f  “ P a r t y  to  R e o r g a n iz a t io n ”
An interesting question is presented in two cases25 in which certiorari 
has been granted by the United States Supreme Court.
The typical transaction is one in which a large corporation creates a 
subsidiary to which it transfers cash, property, and/or stock and securi­
ties essential to the transaction, and in which the newly created cor­
poration then acquires substantially all of the assets of another cor­
poration in exchange for its own stock or securities and stock or 
securities of the original parent corporation. In cases where the parent 
corporation conceived and instigated the plan in the line of its own 
business, furnished necessary securities, cash and/or property, was 
the mainspring of the entire transaction, which would not have taken 
place without the parent corporation's participation, the Board of 
Tax Appeals in the Claude Neon Lights decision,26 and the circuit 
court of appeals for the third circuit, in the Bashford case, have held 
that the parent corporation, though not an immediate participant in 
the transaction which characterized the proceeding as a statutory 
reorganization, was nevertheless a party to the reorganization, so that 
the receipt of its securities by the stock and security holders of the 
acquired corporation was not productive of recognizable gain. The 
circuit court of appeals for the seventh circuit, however, in the Groman 
case, held otherwise, stating, in substance, that the statute defines
25 Groman v. Commissioner, 86 Fed. (2d) 670 (C. C. A. 7), certiorari granted May
24, 1937; Commissioner v. Bashford, 87 Fed. (2d) 827 (C. C. A. 3), certiorari granted
May 24, 1937. Since this paper was presented, the Supreme Court, on November 8, 
1937, affirmed the decision in the Groman case.
26 35 B. T. A. 424.
with great particularity the types of transactions which constitute a 
reorganization, and that it is only the corporations whose property or 
stock and/or securities are directly and immediately involved in the 
transaction which meets the statutory definition that can qualify as 
parties to the reorganization. These cases presumably will be decided 
in the near future. In the meanwhile it may be noted that under the 
1934 and later revenue acts, this question is only of academic interest, 
since the mere fact that the properties are acquired for a consideration 
which does not consist entirely of voting stock of the acquiring corpora­
tion would serve to prevent the transaction from qualifying as a 
statutory reorganization.
“ R e o r g a n iz a t io n s” i n  B a n k r u p t c y  P r o c e e d in g s
Finally, there is a class of cases arising under acts prior to 1934, 
which present a question which, though academic today, is still of 
great interest. The typical case presented is a reorganization in bank­
ruptcy proceedings, in which, upon the transfer of the property to the 
new corporation, the stockholders, as such, receive no interest in the 
new company, the entire interest, whether represented by stocks, se­
curities or otherwise, being given to the bondholders of the old corpora­
tion. Under such circumstances, the principles laid down in the majority 
of the decided cases27 would appear to lead to the conclusion that no 
reorganization had occurred on the ground that there was no con­
tinuity of interest in the new corporation on the part of the old corpora­
tion or its stockholders, with the result that the transaction did not 
partake of the nature of a merger or consolidation so as to come within 
the material in the parenthetical part of the definition of reorganization 
under the earlier statutes, relating to cases in which one corporation 
acquired substantially all of the properties of another. In the case of 
Irene O. Kitselman v. Commissioner,28 however, the circuit court of ap­
peals for the seventh circuit held that in a bankruptcy proceeding the 
stockholders were entirely eliminated and their place was taken by the 
bondholders and other creditors who, under the circumstances, were 
the moving spirits, were treated as the owners in fact, and, so the court 
said, must be viewed as a class of stockholders somewhat akin to pre­
ferred stockholders with cumulative dividend rights. The court stated 
further that where the assets of the corporation fall far below the 
amount required to pay the bondholders in full, the bondholders, in a 
bankruptcy reorganization, supersede the stockholders and acquire 
their rights to manage the corporate affairs. It was held, therefore, 
that since the interest of the bondholders who had superseded the stock­
holders was continued in the new corporation, a reorganization had 
occurred within the meaning of the taxing statute. Certiorari has been 
denied in the Kitselman case; but, in the meanwhile, the Board of Tax
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27 Pinellas Ice & Cold Storage Co. v. Commissioner, 287 U. S. 462; Helvering v. 
Minnesota Tea Co. et al., 296 U. S. 278; John A . Nelson Co. v. Helvering, 296 U. S. 
374; Helvering v. Watts et al., 296 U. S. 387; G. & K . Manufacturing Co. v. Helvering 
296 U. S. 389; Cortland Specialty Co. v. Commissioner, 60 Fed. (2d) 937, certiorari 
denied 53 S. Ct. 316; C. H. Mead Coal Co. v. Commissioner, 72 Fed. (2d) 22.
28 89 Fed. (2d) 458 (C. C. A.-7); certiorari denied Oct. 11, 1937.
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Appeals’ contra holding in the Newberry Lumber & Chemical Co. case29 
is on appeal in the circuit court of appeals for the sixth circuit, and the 
decision there is awaited with interest.
D r . K l e i n : We are grateful to Mr. Austin for his splendid contribu­
tion. Mr. Green and Mr. Austin understand that there are many well- 
informed and experienced tax practitioners in this audience. The three 
of us wish you freely to criticize our papers and to discuss any problems 
or questions which we raised or which are suggested by what we said. 
You are also invited to submit questions to any of us.
(General discussion then followed. Many questions were asked and 
answered.)
29 33 B. T. A. 150.
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T o What Extent Can the Practice of 
Accounting Be Reduced to 
Rules and Standards?
A Round Table
Th e  m e e t in g  convened a t 2:30 P.M. on October 19th a t the Waldorf-Astoria, New York, with Mr. Charles B. Couch­
man, of New York, presiding.
C h a ir m a n  C o u c h m a n : For many years the leading practitioners of 
public accountancy have been reducing the practice of accountancy to 
rules and standards as far as it has been found practical and logical to 
do so. The elements that make up financial statements have been 
reduced to standard classifications to the extent permitted by com­
plicated and constantly changing transactions of the business world. 
Rules have been adopted covering, to a large extent, the various entries 
affecting the financial classifications. These classifications and these 
rules have been made widely available through books, articles, addresses 
and accounting curricula. Practically all the progress that has been 
made in reducing accountancy to rules and standards has been accom­
plished by the public accounting profession.
C r it ic ism  o f  t h e  P r o f e s s io n
I make these statements because in recent years public accountants 
have been subjected to unjustified criticism in this respect and have 
been accused of shirking their duty in not standardizing all practices 
and classifications which become the subject matter of accounting 
reports. This criticism has been voiced on the platform and empha­
sized in articles and even in books and unquestionably may have had 
some effect upon listeners or readers who are unaware of the lack of 
knowledge behind the attitude of the speakers and writers. I am not 
including in this the very worthy criticisms often voiced by public 
accountants themselves or by able teachers or others who have devoted 
great thought and study to the subject and whose criticisms are wholly 
of a constructive nature. I am, instead, referring to criticisms from 
those who have not made sufficient study, nor had sufficient experience 
in the practical problems of the profession, to enable them to present 
real constructive criticism, nor enough to allow them to recognize the 
inadequacy of the arguments they present.
That further progress has not been made in the reducing of account­
ancy practice to set rules and standards is not due to any indifference 
on the part of the practising profession, but rather to a realization on 
the part of these practitioners that rules or standards which result in 
false presentation of facts in specific instances or which result in mis-
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leading financial statements cannot be supported and must not be 
tolerated.
A n  A n s w e r  to  C r it ic ism
If all of the transactions of business were susceptible to analysis into 
a definite and rigid number of effects that could be analyzed to an 
extent that would allow exact classification, then rules could be adopted 
that would cover correctly each one. However, that is not the case. 
No matter how long one is engaged in an extensive practice of ac­
countancy, he is continually faced by new and unexpected transactions, 
each legitimate but each presenting combinations of effects not pre­
viously encountered. That is why the sorting of accounting trans­
actions into rigid classifications to which rules and standards may be 
applied without distortion of fact is a slow process and cannot be 
otherwise.
No fixed rule may be laid down until all of the accounting elements 
that may fall within its scope have been studied and their effects de­
termined so completely as to bring exact knowledge that the rule, when 
applied to them, will result in a proper statement of financial facts. 
Even then the rule must be subject to possible exception, as there is 
always the possibility that a new and unexpected set of circumstances 
may arise to which the rigid application of this rule would result in 
distortion of truth.
It is true, not only of accountancy, but of almost every other com­
plicated subject, that the one who has only a smattering of knowledge 
of it considers that the subject is reasonably simple and that he can 
readily devise rules governing each phase thereof. To the simple, all 
things are simple. It is only when one goes deeply into the subject, 
whatever it may be, that he becomes aware of the complications and 
the difficulties of proper treatment that is applicable to each element. 
Long ago a poet said:
“A little learning is a dangerous thing;
Drink deep, or taste not the Pierian Spring:
There shallow draughts intoxicate the brain,
But drinking largely sobers us again.”
All I want to do is to bring the subject, as I see it, before you, so that 
it may be discussed freely and fully here by all that are present. I 
referred a moment ago to the fact that there has been criticism which 
I consider unjust applied to public accountants in this country, in 
recent years particularly. I am referring largely to certain types of 
articles that have appeared and certain books that have been written, 
and at times to certain phrases that have been uttered by people in 
high governmental positions, which were detrimental or attempted to 
be detrimental, shall I say, to the accounting profession, rather indi­
cating that we were not in this country sufficiently interested in doing 
the thing which these people desired to see accomplished.
I am going to ask an accountant of the United States to present what 
he considers his view of this subject, and then I want to follow that with 
a gentleman from another country.
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Mr. Harold Simpson, I should like to have your views on this subject.
M r . H a r o l d  S im p so n  (New York): Our subject is one which offers 
almost endless possibilities of discussion; hence the few brief remarks 
which I am about to make by way of introduction must necessarily 
be of a very general nature.
No doubt most of you have read the article in the August, 1937, 
Journal of Accountancy entitled, “Accounting in the U.S.S.R." This 
article deals with a new law passed in 1936, regulating accounting 
procedure in Soviet Russia and contains the following observation with 
respect to such law: “ It provides a solution of all disputable questions 
and removes the ‘nebulous spots’ of the previous accounting code.” 
Here is Utopia at last.
I hope there are no accountants in our Institute so naïve as to think 
that laws or regulations can provide a satisfactory solution of the 
disputable questions and the problems with which accountants in this 
country are required to deal in their day-to-day lives.
We may assume from the phrasing of the subject for discussion that 
it is recognized that the practice of accounting may to some extent at 
least be reduced to rules and standards. The difficulty is in prescrib­
ing the limits within which standardization is practicable, without 
having the effect of unduly restricting the freedom of action of the 
accountant which is so necessary to the continued progress of the 
profession.
W h a t  H a s  B e e n  A c h ie v e d
It will, I think, be conceded that certain routine examination pro­
cedures are subject to standardization, that uniform terminology is 
desirable and to a considerable extent possible of attainment, that 
further progress toward uniformity in accounting classification is 
possible and that agreement on certain broad general accounting 
principles and accepted methods of application is a practicable matter.
It is perhaps safe to say that thus far there has been more standardi­
zation with respect to examination procedures than in other directions 
and it is worthy of note that the Institute has contributed materially 
toward this standardization through preparation of an outline of pro­
cedure to be used as a guide to the extent of work that should be per­
formed as a prerequisite to the certification of statements for credit 
purposes or for inclusion in annual reports to stockholders. This 
recommended procedure, originally drafted in 1917 and revised in 
1929, has recently been published by the Institute in a somewhat 
expanded form under the title Examination of Financial Statements by 
Independent Public Accountants and has been widely accepted as a 
standard for ordinary purposes. This standard, however, is not a 
rigid one to be slavishly followed. The Institute committee responsible 
for the publication took special care to emphasize the impracticability 
of setting forth in any single program procedures which would fit the 
widely varying situations which would be encountered and stressed 
the fact that the recommended precedures were to be used as a guide 
only; that the accountant must adapt his program to fit the particular 
circumstances and requirements of each engagement; and that responsi­
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bility for determining the procedures to be followed in a given case 
must, as it should, rest with the accountant. I believe most of you will 
agree that within the limits of its practicability, standardization of 
examination procedures does have a distinct educational influence and 
results in increased efficiency, but that it must be carefully controlled, 
as its overemphasis tends to lessen the effectiveness of an independent 
examination and to lower the quality of work done by subordinates.
As regards accounting terminology, the Institute several years ago 
appointed a committee to work with a view to developing greater uni­
formity. As a result of the efforts of this committee, I understand, a 
final report will be issued in due course containing definitions of approx­
imately 1,000 terms commonly employed in a technical sense by 
accountants. This report should prove to be the most noteworthy 
contribution thus far made toward the development of uniformity in 
accounting terminology.
By uniformity in accounting classification I do not have in mind the 
adherence by all corporations of a given class to certain detailed rules 
binding on all corporations of that class, as in the case of railroads and 
public utilities. However desirable and satisfactory this procedure 
may be in the case of public service corporations, the extension of it to 
industrial corporations generally would encounter obstacles that are 
well-nigh insurmountable. And even if it were feasible, it is doubtful 
whether independent public accountants should voluntarily undertake 
the task, for it is one that would require cooperation from several 
sources. If, on the other hand, by uniformity in accounting classifica­
tion is meant adherence to certain accepted principles or rules govern­
ing classification for statement purposes, then I think it is unquestion­
ably true that there has been a gradual trend toward uniformity, in the 
promotion of which the Institute has played an important part.
C o o p e r a t io n  w it h  S to c k  E x c h a n g e s
A few years ago a committee of the Institute, acting in cooperation 
with the committee on stock list of the New York Stock Exchange, 
gave official recognition to five broad general principles of accounting 
which the exchange regards as so generally accepted that they should be 
followed by all listed companies, and that any departure therefrom 
should be brought expressly to the attention of shareholders and the 
exchange. At the same time a standard form of certificate or report, 
in which emphasis is placed on adherence to accepted accounting 
principles and consistency in methods of application, was approved 
and is now in general use. These developments have been instrumental 
in bringing about a uniformly higher standard in corporate accounting 
and reporting and have contributed materially to the increasing con­
fidence with which investors, bankers and business leaders accept our 
work.
The foregoing examples are submitted merely as evidence of the fact 
that the Institute has been, and still is, active in the promotion of 
uniformity in accounting standards. It is unnecessary to remind you 
that responsible accountants are constantly aware of the need for 
progress toward higher standards and that they do continually work to
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that end. Improvements in theory, in practice and in form of presen­
tation are continually being made through the constant effort of indi­
viduals and their continuous collaboration with one another both 
directly and through the medium of the Institute. However, despite 
the progress which has been made, it is often stated that there are 
many phases of our work to which we might profitably apply standard­
ization to a much greater extent than has so far been attempted. In 
recent years the charge has been heard frequently that the possibilities 
of standardization of accounting principles and methods have hereto­
fore been insufficiently explored by responsible bodies of professional 
accountants, and in this connection the apparent inconsistencies in 
methods used by us in preparing financial statements have been the 
subject of considerable criticism. It would seem that in these matters 
we are to be judged, not according to the measure of our accomplish­
ments, but rather according to the degree of our failure to attain the 
theoretical ideal and without any thought being given as to the practi­
cability of attaining the ideal.
W h a t  R e m a in s  to  B e  D o n e
The investor, banker or businessman who has occasion to examine 
many financial statements may well feel confused at times with the 
variety of treatments accorded such everyday matters as consolidation 
procedure, treasury stock, bond discount and expense, investments in 
subsidiary companies, discounts on capital stock, and particularly the 
allocation of various charges and credit as between profit and loss, 
surplus, and reserve accounts. In many cases readers of financial 
statements have insufficient training to understand fully the significance 
of accounts; this is the primary cause of their confusion. In other 
cases there is lack of appreciation of the fact that within the framework 
of certain broad general principles of accounting there may be several 
different methods of application any one of which is acceptable and the 
choice as to which method is to be used, as a rule, rests with the man­
agement and not with the accountant. Few persons appreciate that 
the treatment of almost any item may vary with the circumstances and 
the accountant must, of course, reach his own conclusions as to the 
propriety of the treatment accorded in the light of all the circum­
stances. His task in this is an unenviable one, for he must endeavor to 
maintain a reasonable balance between theory and practice; between 
his obligation to his client and to the general public; between his own 
immediate interests and the larger interests of his profession. It is 
small wonder that the accountant is criticized, for his is a task which, 
because of the various conflicting interests which he serves, invites 
criticism.
While I believe we are entitled to take some satisfaction in the results 
of our efforts in recent years to achieve greater uniformity in the prac­
tice of accounting, we must at the same time give serious consideration 
to the criticisms previously referred to and particularly to the charge 
that the possibilities of standardization of accounting principles and 
methods have heretofore been insufficiently explored by responsible 
bodies of accountants. This charge must either be refuted in a satis­
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factory manner or, if found to be merited, then it must be met by con­
structive action. I think the answer will best be found by approaching 
the problem with a view to determining what practical measures may 
be taken to promote the standardization of accounting principles and 
methods.
T h e  S t a n d a r d  F orm  o f  C e r t if ic a t e
Our standard form of certificate stresses the importance of accepted 
accounting principles. We acknowledge the existence of a set of 
principles as expressing the consensus of responsible accounting opin­
ion, but in our individual practices we find no convenient reference 
medium or authority for guidance as to precisely which principles of 
accounting are generally accepted. Apart from the five specific 
principles officially recognized by the Institute, we have to depend upon 
widely scattered sources of information, such as articles and opinions 
by individual public accountants, a great deal of which is highly con­
troversial in form and content, and upon educational textbooks which 
are essentially expressions of theory and may not necessarily represent 
currently accepted practice.
If it were practicable for the Institute to furnish its members with 
some authoritative guide to accepted principles of accounting, this 
would, in my opinion, contribute materially toward standardization. 
I should therefore like to offer for your consideration and discussion 
the question as to whether it is practicable for the Institute to under­
take the task of preparing such a guide.
We recognize that within the broad general principles of accounting 
various methods of application may be used. In practice, questions 
frequently arise as to whether the methods of application are proper 
and in accord with good accounting practice, so it might be well to 
consider and discuss the practicability of preparing an authoritative 
guide not only to accepted principles of accounting but to what are 
regarded as approved methods of application as well.
We have seen that the Institute has taken the lead in the past in the 
development of standards of uniformity and we may expect that it will 
continue to lead in the future in the further development of such stand­
ards in so far as this may be practical.
Let me add in conclusion that, since the two national associations 
have now been merged into a single national organization, one would 
seem justified in assuming that we can now proceed, confident that any 
guide to accepted accounting principles and approved methods of 
application that may be prepared and endorsed by our national 
organization will truly represent the consensus of responsible accounting 
opinion and therefore must necessarily be recognized as such by all 
persons concerned with accounting matters.
C h a ir m a n  C o u c h m a n : Thank you very much, Mr. Simpson.
I have asked Mr. Kenneth Dalglish, of Montreal, to give us the 
benefit of his attitude and feeling with regard to this subject. Mr. 
Dalglish!
M r . K e n n e t h  W. D a l g l ish  (Montreal, Canada): First of all let 
me say that I appreciate very much the honor of being asked to partic­
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ipate in this discussion. I do so with some fear and trembling. I am 
here principally in the capacity of one who is searching for some truth 
and not able to offer truth.
The day before I left Montreal to attend this meeting I met a brother 
chartered accountant and during the course of conversation I men­
tioned to him that I was going to take part in a discussion entitled "To 
what extent can the practice of accounting be reduced to rules and 
standards?” He replied “Oh, the answer to that is easy, it just can’t 
be done.” However, I don’t suppose that Mr. Couchman, as leader of 
this discussion group, is going to be satisfied with an unsupported state­
ment of that kind.
On referring to a standard dictionary, I find the word “ rule” defined 
as “ a concise direction respecting the doing or method of doing some­
thing.” “ Standard” is defined as “any measure of quality established 
by law or by general usage and consent.”
The term, “ practice of accounting,” is an all-embracing one, but 
for the purpose of these remarks I will restrict it to mean the preparation 
of the annual accounts of companies.
Balance-sheets and related profit-and-loss accounts or income 
statements are prepared on the basis of certain broad accounting 
principles. There is, I believe, a considerable difference in nature 
between these broad accounting principles and a rigid adherence to a 
way of doing things which the definitions of the words, “rule” and 
“standard,” imply.
D e v e l o p m e n t s  i n  Ca n a d a
As to the form of the annual balance-sheet and accounts, I believe 
that considerable progress has been made during recent years. In 
the years 1934 and 1935, for example, extensive revisions were made to 
the accounting provisions of the Dominion companies act, their main 
purpose being to afford to shareholders of companies more information 
in the form of the annual accounts presented to them. We are now 
fairly well accustomed to see balance-sheets divided into the respective 
classes of assets and liabilities such as, fixed assets, current assets and 
deferred items, current liabilities and funded debt. It might be said 
that some progress has been made towards standardization of form, 
although that can never completely be achieved. There is, however, 
somewhat of a danger involved inasmuch as there may be a tendency to 
fit items into the classifications which we are accustomed to see, when 
they can be more properly treated as separate items with adequate 
descriptions to explain their nature.
Many of the general public are unfortunately under the impression 
that the annual accounts of a company are the result of an exact 
mathematical process. We have all seen statistically-minded people 
working out “ asset values per share of stock” and attributing to the 
results obtained an importance which is not justified. May I mention 
in passing that the public accounting profession in Canada is endeav­
ouring to enlighten the public in that regard so that the limitations of 
a balance-sheet may be more generally understood.
Opinion plays a very important part in the preparation of balance-
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sheets and accounts. The circumstances to be considered and upon 
which conclusions, based largely on opinion, have to be arrived at are 
many and varied.
It may be cited as a general principle of accounting that depreciable 
assets should be written off over a period of their expected use. The 
expected period of use is, of course, a matter of opinion. In one indus­
try manufacturing a product which does not vary and where manufac­
turing methods are not subject to radical change, a period of ten years 
might be sufficient in which to write off tools and miscellaneous items of 
plant. In another, such as the radio industry with an ever-changing 
product and methods of manufacture, the writing off of such items of 
plant in one or two years may be justified. It would hardly seem pos­
sible to formulate rules and standards on this important matter of 
depreciation other than the general principle to which I have referred.
It may again be cited as a general principle of accounting, except in 
the preparation of accounts of certain peculiar industries, that inven­
tories should be valued at cost or market, whichever is lower. There 
cannot, I feel, be any hard and fast rules regarding the determination 
of cost, as many of the elements entering into cost are largely a matter 
of opinion. In the case of the cost of finished product, for example, 
the raw material content may be based on a “ first in, first out” basis 
or on an “ average cost” basis or on a “ last purchase” basis and one of 
these bases may be more suitable than another. The extent to which 
overhead, as an element of cost, is attributable to the various items in 
the inventory is again largely a matter of opinion. It may be deter­
mined on a basis of departmental loading rates or machine rates, and 
in the computation of these rates the distribution of expenses depart­
mentally or by machines is dependent on the opinion of those who are 
responsible for the determination of costs. After the inventory has 
been priced at cost there arises the question of its valuation, having 
regard to its condition and prospects of ultimate disposal, which 
involves the writing down of slow-moving and other lines. The valua­
tion of inventories, therefore, upon which the results shown by the 
profit-and-loss account for any year depends so much, is and must 
always be largely a matter of opinion and consequently it would not 
appear to be possible to adopt any rules and standards other than the 
broad principle respecting the valuation at lower than cost or market to 
which I have referred.
It would, I am sure, be possible to go on for some considerable time 
outlining other items in the balance-sheet, the valuation of which 
depends upon opinion. Opinion cannot be regimented by rules.
Sometimes we are confronted with difficulties in the treatment of the 
most apparently simple principles of accounting. Additions to fixed 
assets, for example, should be made at cost. A purchase of machinery 
may be made by a company in country “A ” from a supplier in country 
“ B,” the price to be paid therefor being quoted in currency of country 
“ B.” The purchaser in country “A ” arranges terms whereby pay­
ment will be made some considerable time after the date of delivery. 
In accounting practice the machine in the first instance would be 
treated as an addition to fixed assets and the corresponding liability to
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the supplier set up on a basis of the rate of exchange ruling at the date 
when the purchase of the machine is contracted for and delivery made. 
In the interval between that entry and time of payment the currency 
of country “ B ” has depreciated in terms of the currency of country 
“ A,” and consequently the liability set up in the books of the buying 
company is more than sufficient. Should the profit arising be treated 
as an exchange profit and credited to income account, or should the 
book value of the machine purchased be written down by the amount 
of such profit, or should this profit be kept in reserve until another 
similar machine is purchased when the currency of country “ B ” might 
be back to normal or even at a premium? Any one of these three treat­
ments may be justified.
A balance-sheet of a company is to a great extent a legal document 
and in its preparation consideration must be given to the provisions of 
the act under which the company is incorporated. Unfortunately 
companies are sometimes permitted to do things which seem to violate 
accounting principles, and this will always be so because the opinions 
of accountants are not extensively sought when company legislation is 
being drafted. For example, we feel that no part of the undistributed 
profits of a subsidiary company at the date of its acquisition should be 
regarded as surplus of the parent company either on consolidation or 
where dividends are paid by the subsidiary company to the parent 
company. Our Dominion companies act, however, permits the direc­
tors of a company which has acquired a subsidiary company by the 
issue of no-par-value shares to set aside to a surplus called “distribu­
table surplus” an amount equal to the undistributed profits of the 
subsidiary as at the date of its acquisition. There are, I am sure, 
many instances where the provisions of various statutes do violation to 
accounting principles but which nevertheless must be recognized in the 
preparation of annual statements.
T h e  P r o f it -a n d -L o ss A c c o u n t
The tendency in accounting practice during recent years has been to 
attach increasing importance to the profit-and-loss account or income 
statement. Auditors of companies in Canada have not been called 
upon, as yet, to make direct reference to the profit-and-loss account 
when reporting upon the annual accounts, but it will occasion no sur­
prise if amendments to the companies act in the near future make that 
necessary. We have viewed with considerable interest accounting de­
velopments in the United States in this regard. This trend would 
seem to make a search for additional accounting principles desirable. 
I have in mind particularly principles governing the determination of 
what items of loss or profit might properly be treated in the surplus 
account. One school of thought would like to see the entries in the 
surplus account restricted to appropriations of profits by way of divi­
dends and in other ways and to treat all items of profit or loss arising 
during the year in the income account. The other extreme is to deal with 
unusual items, not strictly operating items, through the surplus account.
Accountants in Canada are also struggling with “ capital surplus” 
in an endeavour to arrive at a uniform interpretation of what it should
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contain. Here again there is a considerable difference of opinion. 
Some would like to see realized profits on the sale of capital assets 
treated as additions to capital surplus and others would restrict it to 
surplus arising through reorganization of the share capital of the com­
pany and to unrealized surplus such as a surplus arising on the appraisal 
of fixed assets. I believe that our profession should endeavor to 
arrive at conclusions on matters of that nature.
In conclusion, I would like to summarize my remarks as follows:
1. The preparation of balance-sheets and accounts, involving the 
valuation of assets and the basis upon which amounts shall be 
written off is dependent to a very large degree on opinion and 
judgment.
2. Business is carried on in many different ways and the circum­
stances to be considered in determining accounting treatment are 
correspondingly many and varied.
3. In view of the foregoing, the practice of accounting does not lend 
itself to the formulation of rules and standards.
The practice of accounting can only be made subject to broad prin­
ciples, and our profession should continue to search for and develop 
these principles, but any which are developed must be sufficiently broad 
in scope to permit of reasonable accounting treatment under all 
circumstances.
C h a ir m a n  C o u c h m a n : Thank you very much, Mr. Dalglish. The 
subject for this discussion is a question, and the question is, “To what 
extent can the practice of accountancy be reduced to rules and stand­
ards? ” All of these talks have explored the idea of trying to give to us, if 
we are able to work it out here today, something in the way of a better 
understanding of the extent to which such developments can be made.
E s s a y  C o n t e s t
The American Institute of Accountants is and has been for a long 
time tremendously interested in this subject—to such an extent that 
this summer a prize was offered in order to induce the active thought of 
some who may not have otherwise made a contribution to this subject, 
in the hope that through that we could get new light, new ideas. I 
think the Institute is to be congratulated upon the result of that prize 
because it has produced some excellent papers which have presented 
thoughts that perhaps have been vague in our minds before. They 
have crystallized them into very definite form.
The winner of the prize—the one whose paper was adjudged the best 
of those submitted—I believe is to give his paper at a later session of 
this convention, but I have asked him to come here today and to sum­
marize it briefly in case that can be done. When I read his paper I 
didn't see how he could condense it at all, but nevertheless I have asked 
him to give us at least a fifteen-minute or twenty-minute summary of 
that paper. Mr. Gilbert Byrne!
[Mr. Gilbert R. Byrne, of New York, then summarized his paper, 
the full text of which is here reproduced.]
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TO WHAT EXTENT CAN THE PRACTICE OF ACCOUNTING 
BE REDUCED TO RULES AND STANDARDS?
Modern professional practice of accounting covers a wide range of 
subjects, and its field, if the experience of the past decade can be taken 
as a guide, may be expected to widen still further in the future. For 
example, in 1931 a report of a committee of one of the professional 
bodies of accountants classified accounting services in six divisions; to 
this list would now have to be added those services performed by 
accountants in connection with registrations of securities and other 
matters for the Securities and Exchange Commission. To discuss the 
possibility of stating rules and standards relating to all of the matters 
coming within the practice of the present-day accountant would be 
quite impossible within the limits prescribed for this article, even if it 
were agreed that it is practicable to consider the formulation of rules 
and standards for, say, the installation of a cost system or the prosecu­
tion of a tax case.
It probably would be conceded that the major portion of the profes­
sional accountant’s practice is concerned with the examination of 
financial statements and the accountant’s report thereon; and the dis­
cussion which follows will be confined to a consideration of whether and 
to what extent this phase of the accountant’s work can be reduced to 
rules and standards. As a preliminary to this discussion it will be helpful 
to recall that, broadly speaking, the accountant’s purpose in making his 
examination is to determine that proper accounting principles have 
been consistently followed in keeping the accounts, and that clear and 
truthful financial statements have been prepared therefrom. To assure 
himself of these facts, he employs a technique of auditing procedures. 
There are, therefore, really three phases of the accountant’s work in 
connection with the examination of and reporting on financial state­
ments, each of which may be considered potentially subject to reduc­
tion to rules and standards:
(a) Accounting principles, and the rules derived from these prin­
ciples,
(b) The practices and conventions relating to the presentation of 
accounts in financial statements,
(c) The technique of auditing.
Two D iv e r g e n t  V ie w s
The general question as to formulating and stating the principles, 
rules, conventions, or standards of the practice of accounting has 
engaged the attention of a number of writers and speakers on account­
ing subjects in recent months. There have been developed two quite 
divergent points of view; on the one hand, those who urge that a state­
ment of accounting principles can and should be formulated, and on the 
other, those who envisage the impossibility, if not the undesirability, 
of the task. The following quotations, characteristic of the first school 
of thought, are interesting:
“ After a quarter-century and more of active discussion and 
experimentation in this country, many of the simplest and most
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fundamental problems of accounting remain without an accepted 
solution. There is still no authoritative statement of essential 
principles available on which accounting records and statements 
may be based. Public accountants . . . have been asked to 
certify to the correctness and adequacy of accounting statements, 
when no satisfactory criteria of correctness and adequacy have 
been agreed to.” 1
And another commentator has expressed similar ideas in these 
words:
“Accountancy has . . . the tendency to rely on precedent and 
authority rather than on the scientific method. . . .  It is as if 
engineers had no agreement on the required strength of founda­
tions, structural steel requirements for skyscrapers, or efficient 
design for power plants.” 2
It is perhaps not unnatural that the authors of the above are men 
of academic or regulatory-body training; expressions of the opposite 
view given below are those of practising accountants:
“The field of financial accounting is not one in which guidance 
is to be found wholly in fixed principles—it is a field of shadowy 
outlines in which the discovery of a correct course depends upon 
the possession also of an ability to recognize the essential facts and 
to appreciate their true significance (distinguishing where neces­
sary between form and substance); upon informed and wise 
judgment; and upon objectiveness and honesty of purpose. It 
will be observed that these are not qualities which can be insured 
by regulation.” 3
Another practitioner comments on the published discussion as 
follows:
“ First, what has frequently been spoken of as accounting prin­
ciples includes a conglomeration of accounting practices, pro­
cedures, policies, methods and conventions relating both to the 
construction of accounts and their presentation; and second, there 
seems to be a general agreement among the commentators that the 
difficulty of any attempt to formulate so-called principles or 
prescribed rules and regulations on accounting matters is so large 
and the conditions encountered so diverse that few, if any, 
sweeping generalizations can safely be adopted.” 4
As indicated previously, there are three phases of the accountant’s 
work in connection with the examinations of financial statements and 
his report thereon which may be considered potentially subject to
1 A Statement of Objectives of the American Accounting Association. The Account­
ing Review, March, 1936.
2 George C. Mathews—Address before Milwaukee chapter of Wisconsin Society 
of Certified Public Accountants.
3 George O. May—Improvement in Financial Accounts. J o u r n a l  o f  A c c o u n ta n c y , 
May, 1937.
4 F. P. Byerly—Formulation of Accounting Principles or Conventions. J o u r n a l  o f  
A c c o u n ta n c y , August, 1937.
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reduction to rules and standards. First, the accounting principles 
which he must assure himself have been properly and consistently 
applied in preparing the accounts; second, the practices and conven­
tions relating to the presentation of the accounts in financial statements; 
and third, the technique of auditing employed by the accountant in 
determining that the accounts and statements have been properly 
prepared. As indicated by the author of the last quotation above, recent 
discussions have used the term “ accounting principles” to cover a 
conglomeration of accounting practices, procedures, conventions, etc.; 
many, if not most, so-called “ principles” may merely have to do with 
methods of presenting items on financial statements or technique of 
auditing, rather than matters of fundamental accounting principle. 
It is not strange, perhaps, that lacking completely satisfactory defini­
tion of terms, or clarification of the fields of discussion, there has been 
little or no agreement among accountants as to what extent, if at all, 
rules and standards of accountancy practice can be stated.
In fact, the confusion with respect to the matter of differentiating 
between accounting principles, rules, conventions, practices, etc., is so 
great that some have despaired of reaching a solution, and have raised 
the question as to whether, after all, there are such things as accounting 
principles. It is proposed, therefore, first to inquire as to the nature of 
accounting principles, the distinction, if any, between an accounting 
principle and an accounting rule, and then as to whether accounting 
principles and accounting rules can satisfactorily be formulated. Some 
consideration will then be given to the extent to which the accounting 
practices and conventions relating to the preparation of financial 
statements and the technique of auditing can be reduced to rules and 
standards.
T h e  S t a n d a r d  F orm  o f  R e p o r t
The standard form of report used by most accountants in certifying 
financial statements of corporations whose securities are listed on the 
New York Stock Exchange is predicated upon the existence of known 
accounting principles, for it concludes, after an opening paragraph 
briefly describing the nature and scope of the examination made,
“ In our opinion, based upon such examination, the accompany­
ing balance-sheet and related statement of income and surplus 
fairly present, in accordance with accepted principles of accounting 
consistently maintained by the company during the year under 
review, its position at December 31, 19—, and the results of its 
operations for the year.”
Such a statement presumably represents the informed and well- 
considered opinion of an expert in the field of accounting; it presup­
poses that there are principles of accounting, known to the accountant, 
which can be applied to business transactions so that the resulting 
books of account and the financial statements prepared therefrom may 
fairly reflect the financial position of the enterprise at a given date and 
the results of its operations for a specified period. There must be agree­
ment among accountants that there are recognizable principles of
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accounting, for if there is not this agreement, accountants have indeed 
stultified themselves.
T h e  N a t u r e  o f  A c c o u n t in g  P r in c ip l e s
It is probably safe to say that all schools of accounting thought 
would agree that it is desirable to have formulated in an authoritative 
way the principles of accounting to which reference is made in the form 
of accountant’s report quoted above. While there have been several 
attempts to enumerate them, to date there has been no statement upon 
which there has been general agreement. This lack of agreement, it is 
submitted, results in large part because there is no clear distinction, in 
the minds of many, between that body of fundamental truths underly­
ing the philosophy of accounts which are properly thought of as princi­
ples, and the larger body of accounting rules, practices and conventions 
which derive from principles, but which of themselves are not prin­
ciples. If accounting, as an organized body of knowledge, has validity, 
it must rest upon a body of principles, in the sense defined in Webster’s 
New International Dictionary:
“A fundamental truth; a comprehensive law or doctrine, from 
which others are derived, or on which others are founded; a 
general truth; an elementary proposition or fundamental assump­
tion; a maxim; an axiom; a postulate.”
President Coolidge said, “Laws, whether statutory or natural, are 
not invented—they are discovered, and discovered only after expe­
rience.” In the development of any field, principles are discovered which 
represent the fundamental truths on which the field of knowledge rests. 
These principles are applied in the working out of problems that arise, 
and gradually, rules of practice evolve which, over a period of time, 
become accepted to a greater or less degree as reflecting the effect of 
the principle in oft-recurring cases. Such rules become the working 
tools of those engaged in the particular field of knowledge. While the 
principles upon which the body of knowledge rests cannot, from their 
nature, be subject to dispute, the rules derived therefrom have validity 
only to the extent that they properly reflect the principle. Pending 
complete demonstration of this fact, usually through experiment, 
there may be considerable disagreement as to whether a particular 
rule should be followed. Accounting, as well as law, engineering and 
many other fields, has followed, and is still following this pattern of 
development. It is probable that there are principles still to be dis­
covered, and certainly accounting rules are still in process of crystal­
lization.
As to the fundamental principles of accounting, there can be no more 
question of their “general acceptance” than of the moral rightness of 
the ethical principle that it is wrong to kill. But there are legal rules 
derived from the moral command, “Thou shalt not kill,” which have 
differed at different times and in different countries. At one time no 
legal penalties attached to a noble who killed a serf, and even in our 
own colonial times no jail sentence awaited the Pilgrim Father who 
shot a stray Indian at sight. At present, legal rules derived from the
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moral principle are to the effect that an accidental killing is subject to 
less penalty than killing in the heat of passion without premeditation, 
and that the latter is considered legally less culpable than wilful, 
premeditated murder. Legal rules in different states classify differently 
legal culpability for killing. In short, while there is no difference of 
opinion as to the moral principle that killing is wrong, there have 
always been, and still are, differences of opinion as to how the principle 
shall be reflected in legal rules, and also differences of opinion as to 
whether the legal rules have been properly applied to the facts in a 
particular case. The latter is one reason for the popular interest in 
murder trials.
Another example of the differences between fundamental principles 
and the effects of their application may be drawn from the engineering 
profession. There are, of course, principles of engineering governing 
the size, weight and design of the steel members of a bridge structure. 
In designing the Manhattan and the Williamsburg bridges, which were 
built in 1909 and 1903, respectively, and were proposed to span the 
same stream, presumably sound engineering principles were applied 
to the problem in each case. In the application of those principles the 
results, so far as appearance of the two structures are concerned, are 
quite different, yet no one accuses the engineers of having applied 
different principles to their respective problems merely because the 
results of such application have not been identical bridges.
R u l e s  D e r iv e d  fr o m  P r in c ip l e s
In much the same way, while there may be complete agreement as to 
the underlying principles of accounting, there may be legitimate and 
proper—one might say inevitable—differences of opinion as to the 
effect of the application of a particular principle of accounting to the 
facts in a particular case, or, in other words, as to the propriety of the 
accounting rules derived from the principle. Further, while the funda­
mental principles of accounting remain unchanged, the rules and prac­
tices derived therefrom will, and ought to, develop as required by 
changes in business practice. It should cause no surprise if financial 
statements a generation hence differ as much from those of the present 
day as these differ from those of a generation ago. The principles 
of accounting remain the same, and about them there should be no 
substantial disagreement; as to the body of accounting rules, practices 
and conventions derived from those principles, there may well be differ­
ences of opinion as to their validity in a particular case. As a result of 
such inevitable differences in opinion, therefore, it is not difficult, in 
reviewing the work of members of the accounting profession as exem­
plified by published reports of corporations accompanied by an 
accountant’s certificate, to find instances where apparently similar 
transactions have been given what appears to be different treatment by 
different accountants. When analyzed, however, the differences in 
treatment most frequently reflect, not incorrect nor improper under­
lying accounting principles, but merely differences of opinion as to the 
best manner of presenting the accounting effect of the application of 
such principles.
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From the above discussion there begins to emerge, it is hoped, an 
outline of accounting as an organized body of knowledge resting upon 
a body of fundamental principles admittedly known to and utilized 
by accountants in the course of their examinations of financial state­
ments. Certainly, then, these principles can be stated. From these 
principles, however, have been derived certain accounting rules which 
have validity only as they correctly reflect the application of the 
principle on which they depend. Since there may be considerable 
difference of opinion as to the propriety of accounting rules, the task 
of stating those rules with respect to which there may be said to be 
general agreement, is a formidable one. It would seem, therefore, that 
a long step forward in the solution of the problem which is the subject of 
this paper would be to establish a basis for distinguishing between an 
accounting principle and an accounting rule.
Dr. Henry Carter Adams, in discussing the claims of accounting to 
classification as a science, has said, “The commonly accepted proof 
that a body of organized knowledge has attained the rank of an 
established science is the coercive or compelling character of the 
generalizations to which it gives rise and which come to be known as 
scientific laws (principles).” 5
C o e r c iv e  N a t u r e  o f  P r in c ip l e s
The compelling character of the scientific laws of health is evident, 
because to disregard them in the long run literally results in death. 
Engineering principles have a coercive character, because to ignore 
them in the building of a bridge would probably result in the collapse 
of the bridge. Such principles are compelling in the sense that they are 
in effect self-enforcing; they cannot be disregarded with impunity.
The principles of accounting are also characterized by their coercive 
or compelling quality because inherent in accounting principles are 
business laws which must be obeyed if in the long run the enterprise is 
to survive. This does not mean, of course, that adherence to correct 
accounting principles is, in itself, a guarantee of business success; 
accounting has to do largely with the financial policies of business, and 
policies of sales, production, labor, and other management problems 
are important elements in the success or failure of a business enterprise. 
It should be apparent, however, that the basing of financial policies 
upon accounting statements which in turn are not prepared in accord­
ance with fundamentally right accounting principles, may lead to 
courses of action which, if too long pursued, will adversely affect the 
financial health of the business. It is in this sense that the fundamental 
principles of accounting may be said to be coercive and self-executory.
Professor Arthur S. Dewing, in describing the financial difficulties 
of the United States Realty and Construction Company in 1903 6 said 
as to the causes therefor that “ two of these causes were concerned with 
the methods of accounting tolerated by the company's manage­
ment. . . .” Both of these methods clearly violated the accounting 
principle that unrealized and undeterminable profits should not be
5 H. C. Adams—American Railway Accounting.
6 Corporate Promotions and Reorganizations, p. 239.
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included in the income account. Professor Dewing 7 gives as one of the 
causes of the failure of the Consolidated Cotton Duck Company in 1909 
the “ inadequate allowance for depreciation.” Any list of accounting 
principles would include a statement to the effect that the investment 
in an industrial plant should be charged to operations over the useful 
life of the plant. Most experienced accountants will recall other in­
stances where failure to follow correct principles of accounting has led 
to financial embarrassment.
I l l u s t r a t iv e  P r in c ip l e s
Accounting principles, then, are the fundamental concepts on which 
accounting, as an organized body of knowledge, rests. Like the axioms 
of geometry, they are few in number and general in terms; they possess 
the distinguishing characteristic of a compelling and coercive nature, 
and they are the foundation upon which the superstructure of account­
ing rules, practices and conventions is built. It is not the purpose of this 
article to attempt a formulation of the principles of accounting, but for 
illustration, it seems desirable to indicate roughly what, on the basis of 
the above description, such a statement would include:
(1) Accounting is essentially the allocation of historical costs 
and revenues to the current and succeeding fiscal periods.
(2) The investment in an industrial plant should be charged 
against the operations over the useful life of the plant.
(3) In computing the net income (available for dividends) for 
a period, all forms of expense incurred in the production of such 
net income must be provided for.
(4) The income shall include only realized profits in the period 
during which realized; profit is deemed to be realized when a 
sale in the ordinary course of business is effected, unless the circum­
stances are such that collection of the sale price is not reasonably 
assured.
(5) Losses, if probable, even though not actually incurrred, 
should be provided for in arriving at net income.
(6) Capital-stock and capital-surplus accounts, taken together, 
should represent the net contribution of the proprietors to the 
business enterprise.
(7) Earned surplus should represent the accumulated earnings 
of the business from transactions with the public, less distributions 
of such earnings to the stockholders.
(8) While it is not in many cases of great importance which 
of several alternative accounting rules is applied in a given situa­
tion, it is essential that, once having adopted a certain procedure, 
it be consistently adhered to in preparing the accounts over a 
period of time.
It is not suggested that the above list is complete, and certainly not 
that it is free from all possible criticism. It is urged, however, that it 
represents, however imperfectly, some of the underlying principles of 
accounting about which there can be no dispute as to their validity,
7 Ibid., p. 374.
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which possess the characteristic of compulsion in the sense more fully 
referred to above.
Il l u s t r a t iv e  R u l e s
From such principles are derived many of the rules, practices and 
conventions used in the practice of accounting. Some of these rules 
are really special cases under, or corollaries of, one of the fundamental 
principles, and as such have much of the compelling force of the parent 
principle. Such a rule is the familiar one that inventories should be 
priced at “ cost or market, whichever is lower” ; this rule is really an 
application of principle 5 above. On the other hand, many rules as to 
the pricing of inventories at “cost” have been developed, such as 
“ first in, first out,” “ last in, first out,” which cannot be considered as 
principles, because such rules obviously have no compelling character, 
of themselves. In the application of the principle that it is necessary to 
provide for probable losses, the accountant has full liberty to employ 
any one of these rules as to pricing, according to his judgment as to 
what is the most appropriate rule in view of all the circumstances, and, 
whichever one he selects, he should not be charged with violation of 
any accounting principle.
A familiar example is that of the numerous rules which have been 
proposed for charging to operations the cost of an industrial plant over 
its useful life. So long as this principle is applied, it can make little 
difference in the long run which of the rules for spreading the cost year 
by year is used. Such rules should not be confused with the principle, 
for they have not the coercive nature which characterizes a principle.
In the application of accounting principles relating to the allocation 
of revenues and expenses to periods and to the determination of the 
realization of profits in certain types of contracting business, there have 
been developed two accounting rules for use in appropriate cases. 
Where the contracts comprising the business on hand are few, large in 
amount, and require long periods for completion or fabrication, an 
accounting rule is invoked which permits the computation of periodical 
profits or losses based on the percentage of completion of the contracts 
in progress. On the other hand, if the contracts involved are numerous, 
moderate in size and the construction period is less than one year, it 
is considered that the accounting principles referred to have been 
correctly applied where profits (and losses) are determined when con­
tracts are completed or deliveries made. It should be apparent that in 
borderline cases good accounting and business judgment based on 
long experience are essential for competent decision as to which of the 
above rules is properly selected. Such rules are not principles, for they 
are not of themselves compelling, and have validity only as they 
correctly reflect the principles on which they are based.
A review of the published material relating to the matter of stand­
ardization of accounting practices indicates that it is largely the body 
of accounting rules derived from principles which the academically 
minded critics wish to see definitely formulated. They become impatient 
at the fact that, pending crystallization of accounting practices based 
on fundamental principles into generally accepted rules, there are
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differences of opinion among accountants and among business men as 
to the proper application of a given principle of accounting, or as to 
which of two or more principles are applicable in a given case, or as to 
which of several methods of presentation of the effect of the application 
of a principle is the more logical or informative. They apparently feel 
that swifter progress would be made if accounting rules were presently 
established by an accounting authority, or possibly by dicta of govern­
ment commission. Presumably our democratic political philosophy 
would then require some judicial body to which appeal could be made 
for decision between persons of opposite view, so that, following the 
example of the legal profession, official precedents would be established 
for future guidance. As to whether such procedure would in fact facil­
itate the formulation of generally accepted accounting rules, it should 
be recalled that whereas legal rules have been in process of formulation 
and definition for many centuries, some of them are still far from final 
settlement, and differences of opinion are so widespread that they are 
reflected in five-to-four decisions in our Supreme Court. We may be 
encouraged, then, in insisting on the present laissez-faire method of 
development of accounting rules when we consider by comparison the 
progress made by the accounting profession in its less than one hundred 
years of experience. As was said by Mr. Justice Holmes,
“ . . . When men have realized that time has upset many 
fighting faiths, they may come to believe that the ultimate good 
desired is better reached by free trade in ideas; that the best test 
of truth is the power of thought to get itself accepted in the 
competition of the market; and that truth is the only ground on 
which their wishes can safely be carried out.” 8
And with specific reference to differences of opinion regarding report­
ing on accounting matters, Professor T. H. Sanders remarked:
“ In the face of these difficulties the main reliance must be on 
accountants of sufficient experience, disinterestedness, and sound 
judgment to be able to make the best choices among alternatives. 
As experience accumulates, however, it becomes possible to 
embody it in general principles [rules] for the guidance of all con­
cerned. Not that these principles [rules] can ever be a substitute 
for judgment and experience, but they may serve to supplement 
these in a helpful way and to reduce the area within which the 
application of judgment is desirable.” 9 
There seems to be no good reason why the experience of the ac­
counting profession to date should not be reflected in a statement of 
accounting rules, soundly based on fundamental accounting principles, 
provided it is recognized that such rules have validity in a particular 
case only if and to the extent that they correctly reflect the underlying 
principle. The choice between one or more rules, or between methods of 
applying the rule selected, must always rest upon the skill, experience, 
and informed judgment of the accountant. It has been well said that 
these are qualities which are not insured by rules and regulations.
8 Abrams v. United States, 250 U. S. 616, 630.
9 T. H. Sanders—Reports to Stockholders. The Accounting Review, September, 1934.
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The fundamental principles of accounting followed in keeping the 
accounts are, of course, reflected in the financial statements periodically 
prepared therefrom. The manner of preparation of the statements, the 
classification of the data shown thereon, and the various methods of 
disclosure of pertinent information have, however, been the subject of 
many rules, regulations and dicta, which have frequently been dignified 
improperly with the title of “ accounting principles.” Such rules are 
properly designed to produce statements which are convenient and 
informative, but they are based almost solely on constructive and 
logical thought as to what presentation will most clearly inform the 
reader as to the facts desired to be set forth; they have not the quality 
of compulsion which it is urged is an essential attribute of a fundamental 
accounting principle.
C o n v e n t io n s  R e l a t in g  to  F orm
Many of the rules and conventions relating to presentation of finan­
cial statements are so completely logical and have become so imbedded 
in practice that to disregard them would be to mark the practitioner as 
inept and unskilled in his art. Compliance with them is assumed by 
those accustomed to reading financial statements. It is customary, for 
example, to prepare balance-sheets in statement form, with assets on 
the left and liabilities and capital on the right; to separate and subtotal 
current assets and current liabilities, property accounts, long-term debt 
and the like. But suppose the items, correctly described, were simply 
listed in alphabetical order on a balance-sheet; the fact that conven­
tional arrangement was not followed might mark an unskilled account­
ant and might cause annoyance to the reader of the statement, but the 
violation of the conventions relating to presentation would not cause 
financial embarrassment; they cannot be said to have compelling or 
coercive character.
A n  U n d e r l y in g  M o r a l  P r in c ip l e
Aside from the conventions as to form, the underlying principle 
relating to presentation and classification of items and accounts in 
financial statements is hardly an accounting principle at all but the 
moral principle that with respect to financial statements the account­
ant is bound to tell the whole truth. In other words, however an item is 
listed or classified, it should be correctly described. To include a note 
due five years from now in the usual balance-sheet under the caption 
“ current notes receivable,” to describe an investment “ at cost” when 
it really had been written up 50 per cent., to include extraneous wind­
fall profits in operating earnings, would violate this principle, and this 
principle is compelling in the sense that those who violate it are subject 
to moral and even legal penalties.
A number of rules which are really based on this principle are given 
in the text of section 2 of the bulletin, Examination of Financial State­
ments, issued by the American Institute of Accountants in January, 
1936. For example:
Funds subject to withdrawal restrictions should be so described 
on the balance-sheet.
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The reserve for bad and doubtful accounts should be shown as a 
deduction from the corresponding assets.
The amount of any accounts receivable that have been hypothe­
cated or assigned should be so shown on the balance-sheet.
Notes payable to affiliated companies and to stockholders, di­
rectors, officers and employees should be shown separately on the 
balance-sheet.
Any default in the interest or sinking-fund requirements that may 
exist (as to funded debt) should be mentioned on the balance-sheet.
Serial bonds, notes and mortgage instalments due within one 
year should be separately disclosed and, if material, should be in­
cluded with the current liabilities.
Such rules as the above are essentially suggestions which, if followed, 
will tend to insure that no material fact is overlooked in the preparation 
of financial statements. A considerable body of this type of rule has 
been stated in the bulletin referred to; while others could no doubt be 
added, it is obviously impossible to foresee and provide rules to cover 
all possible situations. The busy practitioner knows how very fre­
quently problems of presentation arise which are not covered by any 
stated rule; his recourse is to apply the moral principle that it is his 
duty to give the reader all pertinent information in a logical and under­
standable manner. The result must rest primarily on the integrity and 
skilled, informed judgment of the accountant. If, in similar situations, 
equally capable practitioners arrive at different solutions, it may well 
call for what Dr. Lin Yutang calls a typically Chinese point of view, 
that “A is right, but B is not wrong either.”
T h e  T e c h n iq u e  o f  A u d it in g
There is a large volume of accounting literature dealing with the 
technique of auditing procedure employed by the accountant to assure 
himself that correct accounting principles have been employed in ar­
riving at the balances in the accounts, and to afford him the necessary 
information for judging whether the pertinent facts are fully and truth­
fully displayed in the financial statements prepared from the accounts. 
Most of this literature represents an attempt to reduce auditing tech­
nique to rules and standards. Probably the most successful general 
statement of the rules of auditing technique is contained in the second 
section of the bulletin, Examination of Financial Statements, issued by 
the American Institute of Accountants in January, 1936. The text of 
the bulletin emphasizes that in determining the nature and extent of 
the examination, the accountant will necessarily take into considera­
tion, among other things, (a) the purpose of the examination, (b) the 
amount of detail included in the statements to be covered by his report,
(c) the type of business the accounts of which are to be examined, and
(d) the system of internal check and control.
It seems apparent that the rules of auditing technique must be 
limited to rather general statement, such as that contained in the bulle­
tin referred to above, and that the element of personal judgment, com­
petence and integrity of the auditor is far more important than detailed 
specifications for making audits. With respect to auditing procedures
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to be undertaken in a specific engagement, however, an audit program 
written for that particular engagement is a desirable aid to a well- 
conducted examination, and is a valuable record of just what was 
done.
C o n c l u s io n  o f  t h e  E s s a y
To what extent can the practice of accounting, as it relates to the 
examination of and reporting on financial statements, be reduced to 
rules and standards? Accountants of the highest abilities and repu­
tation are willing to give their considered opinion, after due examina­
tion, that the financial statements under review fairly present the posi­
tion of a company based upon accounts determined in accordance with 
accepted principles of accounting. It follows that these fundamental 
truths upon which such opinion is based, and which may be properly 
dignified with the term principles, are known to the accountant and are 
matters with respect to which, by their very nature, there can be no 
general disagreement. These principles are characterized by their 
compelling or coercive nature, and this attribute distinguishes them 
from those rules of accounting which have been derived from principles 
but, of themselves, have no validity except as they logically depend 
upon principles. The principles of accounting, as herein defined, are 
capable of being stated and agreed to ; the rules of accounting derived 
therefrom are subject to gradual crystallization as experience winnows 
those which are valid from those which are doubtful. The conven­
tions and rules with respect to the presentation of data in financial 
statements depend on the moral principle that all material facts neces­
sary to the proper and complete understanding of the statements must 
be given; many of these conventions are so firmly imbedded in practice 
that there should be no difficulty in enumerating them. As to the 
rules of auditing procedure, a general course may be charted, as in the 
American Institute bulletin, and certainly programs of audit for specific 
engagements are useful tools, but in preparing such a program the first 
essential is a high type of professional and moral equipment on the 
part of the practitioner.
C h a ir m a n  C o u c h m a n : I think, gentlemen, that you will agree with 
me that this search for the truth with regard to the foundation of prin­
ciples and rules has been greatly accelerated by the papers that have 
been presented in this contest as exemplified by the one Mr. Byrne has 
been good enough to summarize for us.
Now, Mr. Simpson, Mr. Dalglish and Mr. Byrne have laid before you 
the subject matter of this conference as they see it. They are ready, I 
am quite sure, for your fire. Volunteers are not very numerous at the 
moment; you may be drafted.
M r . A. A. G a r r e t t  (London, England): I listened with very great 
interest to the three papers which have been given to us on this subject, 
and I feel that one conclusion that we must draw from them is that we 
have a multiplicity of rules and we have some very definite accounting 
principles with which we all must be acquainted if we are to carry out 
our job as professional accountants.
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T h e  P r o b l e m  o f  P r e s e n t a t io n
I think one of the problems of the accountant today is to prevent the 
public from being misled by developing, not so much further statements 
of rules and principles, as methods of presenting the information which 
is prepared. Yesterday we had a remarkable lecture by Mr. LaRose, 
and that point was illustrated over and over again. There was an in­
sistence on simplicity in presentation—the vertical method of present­
ing balance-sheets in reports. I think one does find that the client fol­
lows a balance-sheet with greater ease if there is a proper segregation of 
the fixed assets from the circulating or the current assets; similarly, the 
capital net worth figures from the current liabilities. We still have a long 
way to go before we get uniformity in this, as in many other respects.
The newspaper, which I suppose many of you have seen and which is 
the organ of accountancy in Britain, devotes about four pages every 
week to several accounts of public corporations which are submitted to 
the shareholders and criticizes the methods of presentation. If the 
corporation happens to be a very big holding company with very com­
plex trading operations, probably with subsidiaries in various corners of 
the globe whose accounts are prepared two or three months before the 
accounting of the other companies, it is obvious to accountants that it is 
tremendously difficult to tell the story in the balance-sheet. One may 
have a regard, in auditing the balance-sheet of the holding company, for 
the accepted principles of accountancy as we know them today, but it is 
tremendously difficult to tell the story, and I think in considering a 
problem of this kind, the point that Mr. Dalglish raised, namely, the 
limitations of balance-sheets, should be kept well in mind.
Sir Gilbert Garnsey wrote an admirable paper some years ago on that 
very problem, and I think a great deal of the misleading information 
which is given to the public by financial columns in the press, and so 
on, arises from the fact that the people who are giving that information 
are basing their conclusions on a document which has very definite 
limitations. And I think that is a point which we practising accountants 
should keep well in mind; we should endeavor to enlighten the public, 
our clients, and so forth, on the fact that it is difficult, in a statement 
drawn up purporting to give the position of a great corporation as at one 
particular date, for it to be an exact statement, say, of the net worth 
of that corporation. If you remember, Mr. LaRose threw a chart on the 
screen yesterday and he showed you the changes taking place from day 
to day in various industries which were found to affect stock values. 
For instance, the introduction of electricity tends to force up the sales 
of certain products and to retard or prevent the growth of certain in­
dustries which have been concentrating on the production of products 
which are not so competitive. So that a balance-sheet as of a certain 
date could not give a stockholder or a bank or a creditor a correct idea 
of the net worth of that business, although all accounting principles 
have been observed, such as the method of valuing stock and work in 
process. One has to go outside the document itself for a great deal of 
information which comes only after years, I presume, of practical ex­
perience in setting up ideas of values which must vary as between one 
practitioner and another.
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I do feel that a classification of fundamental principles is an essential 
piece of work that should be carried out by the profession, and I think 
the contributions which have been made by the three gentlemen who 
have just spoken are admirable ones. But I do feel that while we have 
textbooks running into possibly a thousand pages on the valuation of 
goodwill—one particular asset—and we have a mass of literature deal­
ing with the principles of valuation and valuing fixed assets, current 
assets, and so on, still one of the problems arising after this considera­
tion of the question of principles and rules should be the ultimate 
method of presenting the information in the form in which it is intelli­
gible, together with a definite idea of giving the public an understanding 
that the document, when it is presented, has very definite limitations 
for the reasons which I have just endeavored to touch upon in these 
very few moments.
C h a ir m a n  C o u c h m a n : I am delighted with that expression. I am 
always glad to hear the viewpoint of the practitioner as given by the 
representative of Great Britain.
Dr. Taylor, I am going to ask if you will make a few remarks. Dr. 
Taylor is the head of an organization that has given a very great deal 
of thought to this subject, and before he gets away I should like to have 
him express a few words about it.
N e e d  f o r  R e s e a r c h
D r .  J a c o b  B. T a y l o r  (Columbus, Ohio): Mr. Chairman, Gentlemen: 
I had not counted on saying anything today. You caught me unawares, 
but I listened with great interest to the remarks which have gone thus 
far. There has been a common agreement that there are principles un­
derlying the practice of accounting and that there are rules emanating 
from those principles. If we will agree, as has been suggested, to a con­
sistent application of rules once we adopt them in a particular case, and 
whenever a situation arises for which there seems to be no rule try by 
research to develop one, we will have gone far to correct the conditions 
which make it possible for people, more or less justifiably, to criticize 
accountants for the type of certificates and the kind of presentation 
which we have in our financial statements.
I think the one thing above everything else that we need to be careful 
of is becoming smug or complacent about the thing that we are doing.
The organization which I represent has done some little bit of work in 
connection with this development of rules and standards and is in­
terested in developing discussion of the subject, to find out not so much 
what is meant as the way in which these tilings may be done.
C h a ir m a n  C o u c h m a n : I appreciate that viewpoint today, Dr. Tay­
lor. I am delighted to hear from you.
One of the dangers, of course, about the question of rules, and one of 
the things which we have to face today in preparing things more or less 
under government control—perhaps a government control which is 
increasing constantly—is the failure of some of these officials to realize 
that the article to apply to the word “ rule” is “ a ” and not “ the.” 
If we could only realize that “a ” rule is far different from “ the” rule, 
I think we would go a long way.
ACCOUNTING RULES AND STANDARDS 2 5 7
T e r m in o l o g y
M r . W a l t e r  M u c k lo w  (Miami Beach): I should like to say a word 
or two on behalf of the committee on terminology. I have been 
on that committee for about fifteen years and for a while I was its 
chairman.
The object of that committee, you know, is to publish a book which 
would set forth the meaning of certain words used by accountants.
I do not know whether you remember the story of Sarah Bernhardt, 
but toward the end of her life, you know, she had to have one leg ampu­
tated. An American showman thought that the amputated leg would 
make a very interesting exhibit, so he telegraphed her and offered her a 
large sum of money if he might exhibit her leg. And she telegraphed 
back two words—“ Which leg?”
Now, the accountant very often finds himself in that same position 
and the efforts of the committee on terminology are to tell him which 
leg is the better one. In the first ten years that the committee was in 
existence, it published a series of definitions in The Journal of Account­
ancy and asked the members of the Institute to criticize them. The 
replies were negligible. That is the point I want to emphasize now. It is 
under consideration that some other plan may be taken up in the near 
future under which words will be submitted, through The Journal per­
haps, to you members. If that plan be adopted, I want to urge every one 
in this room to respond and also to ask him to ask his friends who are 
in the Institute to respond to the request that is made for suggestions 
regarding those definitions.
C h a ir m a n  C o u c h m a n : That subject of terminology is getting right 
down to very definite things, even though we may talk in generalities 
today, and we realize that the problem that faces us is a very difficult 
one. It is very difficult to define those principles of which we were speak­
ing, even though we know them. Most of you have read Lucile, by 
Owen Meredith—those of you who are as old as I am certainly have 
read it. It is said there,
“ Not a truth has to art or 
To science been given,
But brows have ached for it,
And souls toiled and striven.”
And I suppose that is the way we will arrive at a statement of these 
principles eventually. Then, when it comes to the question of rules and 
down to the point Mr. Mucklow mentioned, the question of words, we 
find it increasingly difficult each time we add one to the list to make 
certain that it is right. After all, a definition, I think, is one of the most 
difficult of human accomplishments inasmuch as a definition of any 
classification must be broad enough to include every member of that 
classification and narrow enough to exclude everything that does not 
belong in that classification. So the work that Mr. Mucklow referred to 
has been going on, as he said, for fifteen years and the problems, I 
know, are great.
Mr. Kohler has been very active in that recently. Maybe he will tell 
us a few things about the difficulties of the question of the extent to
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which we can go in these attempts at establishing rules and standards.
Mr. E r ic  K o h l e r  (Chicago): Mr. Chairman, that question I do not 
believe I or any one else here is competent to answer so far as accounting 
is concerned. The approach to problems like this is always very interest­
ing to me, as to all of us. In looking at our profession or at the theory of 
accounting or whatever particular group of activity we happen to be 
interested in at the time, the means of approach is necessarily in the 
long run the philosophical one.
I think that one approach has been voiced this afternoon. That ap­
proach begins with the distinction between a standard and a rule. I 
think that distinction has been validly drawn. However, the speaker 
who was summarizing his paper indicated that at least two rules had 
been pretty definitely established: first, the principle of cost and the 
spread of cost over the useful life of assets and, second, the distinction 
between capital and earned surplus.
T h e  I n c o m e  S t a t e m e n t
There is one more rule or standard that I am afraid we have not 
arrived at yet—we perhaps are perilously close to it—but another 
speaker hinted at it a few moments ago when he mentioned the series 
of financial statements which are now being published in the English 
magazine, The Accountant. The Accountant, as was stated, is publishing 
a series of annual reports. Sometimes these annual reports consist of 
balance-sheets; sometimes they consist of balance-sheets and income 
statements; sometimes they consist of balance-sheets, income state­
ments and analysis of surplus. It was not very long ago that a good 
many of us, as public accountants, permitted our certificate to be at­
tached to a balance-sheet. Then the demand seemed to arise for at­
taching to most balance-sheets some sort of an income statement.
What is the situation with respect to the income statement? The 
Accountant very ably points out that an income statement should al­
ways be attached to a balance-sheet. The income statement does seem 
rather elementary to most of us at the present time, especially in view 
of the attitude that has been taken on the question of income state­
ments by the Securities and Exchange Commission during the last 
two years. However, we are perilously close, as I said before, to setting 
up some sort of a fundamental standard for an income statement. That 
has not yet been evolved definitely, but I think the thing is in the air. 
I believe it is due to the fact—which has not been adequately thought 
of thus far—that we have so many different opinions as to where certain 
types of losses should be put; some go so far as to indicate that the 
income statement is a statement of earning power. I do not, but others 
will take the position that the income statement should be a complete 
account of what has taken place in the earned-surplus account between 
annual balance-sheets.
Just what idea will in the end prevail, is something that none of us 
can accurately forecast at the moment, but it is one of the ideas being 
evolved at the present time that I think we can watch with interest. 
Any principle that may issue which has the result of further considera­
tion of the income statement will be a most interesting thing to observe,
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because no one as yet has been able to define income statements. That 
is a rather peculiar statement to make, but those of you who know 
something about what the committee on terminology has been strug­
gling with in the way of definitions emanating from various members of 
the practising and teaching profession, will realize that that is even a 
modest statement to make. Thank you!
C h a ir m a n  C o u c h m a n : Regarding that difficulty, I remember that 
twelve years ago some publisher (who is not a thousand miles away 
from this room) asked me why I didn’t write a book on income. I said, 
“ Sure, fine!” So I started out to do it. I decided, though, that one of 
the first things I should do would be to define what income is. That 
was twelve years ago; I am farther from it now than I was then. I 
thought I had some little inkling of it then but I know I have very little 
inkling of it now. That book will never be written by me.
M r . P a r r y  B a r n e s  (Kansas City, Mo.): This problem, like every 
other, revolves on a matter of definition. You have admitted that you 
do not know what income is, although you did write a book on balance- 
sheets. Most of us, if we were honest, should probably be willing to ad­
mit that we do not know what accounting is.
To me, accounting is the algebra of commerce. It is the means of 
recording through the eyes of Arabic numerals the forces and values 
that represent everyday business, and some that is not so everyday. 
When I want to know what to do about it, there is really only one 
fundamental principle of accounting and I think you have all heard it— 
charge the account that receives value and credit the account that gives 
value. I think that is all you need to know.
Now, the answer to any problem of the estimate of a specific item in 
accordance with that principle is to be found in history and experience. 
If you read Dr. Littleton’s book, Accounting Evolution to 1900, if you 
read Hogben’s popular book, Mathematics for the Million, you get a 
historical background for your everyday problems that will aid you 
materially in solving them.
We know that having followed out our fundamental principle of debit 
and credit, we wind up with a series of accounts. The early-day prac­
tice of setting up the so-called balance-sheet did that.
Now there is another thing—what is a balance-sheet?
C h a ir m a n  C o u c h m a n  : Don’t ask me.
M r . B a r n e s :  I went to the man from whom I was getting my train­
ing, and said, “ Mr. So-and-so, why should we call it a balance-sheet? 
Let’s call it a statement of assets and liabilities.” He said to me, “ My 
boy, we have been doing it that way for 400 years and I don’t think 
we are going to start to change it now.” So we did not, and after, not 
quite 400 years, but a few other years, I realized he was right. Your 
balance-sheet is a list of the balances remaining after you have closed 
out the accounts which belong in the income account or the income and 
profit-and-loss account, as we prefer to style it, or the income and sur­
plus account, or the surplus account, combining all three in arriving at 
how much to charge up and how much to leave on there. You are 
obliged to exercise your opinion, and I don’t think you can set up 
principles with regard to what that opinion can be.
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N e e d  f o r  F l e x ib il it y
I do think that there is a crying need for more uniformity of pro­
cedure, but I think that is a matter of a standard method of presenta­
tion. If w e are to continue to be a profession and not become trades­
men, we must reserve the opportunity to form our own opinion as to 
how much of the plant shall have been charged to current operations, 
as to what constitutes a deferred charge, as to how to treat discount on 
bonds, and all of those other matters. I hope that we will not suddenly 
crystallize procedure at a point where any high school graduate can 
refer to the book put out by the Institute and become a practitioner of 
accountancy just the same as those of us who are here now think we are.
C h a ir m a n  C o u c h m a n : That is the way a Missourian looks at it.
Mr. W. D. C r a n s t o u n  (New York): If it were not so late and so 
many auditors here a little bit sleepy, I would like to say a few words 
on this subject, but because these conditions exist those words will be 
very few. It seems to me—perhaps because I am a little older than 
some of the others—that I can find only one principle, and that is the 
principle of telling a story truly and telling it tersely and telling it in 
the language that every one understands. It seems to me that that is 
the only principle of accounting.
Now, when we are presented with a task of describing any compli­
cated situation, if we want to do it thoroughly, we would have to write 
a book about it and even then perhaps we would not get the story told. 
But if you were to write a book on the affairs of any corporation, no 
one would understand it if they read it, and no one would read it. 
So that necessity has urged us in the direction of presenting these 
affairs in simple language; urged in that direction, we have not made 
much progress yet.
For that reason the statements that we have now have been insti­
tuted. At first they were criticized because they could not be under­
stood. Then they were criticized by the client because they had too 
much in them. It seems to me that while it is desirable to have 
standardization, we must standardize on one basis—telling a story 
clearly and telling it truly.
As far as expressing the affairs of a corporation is concerned, stand­
ardization can be along just four lines, it seems to me: First, the general 
form of statement; second, the arrangement of statements; third, the 
terms in which statements are expressed; and fourth, the method of 
arriving at the values shown thereon. I am not going to pursue the 
subject because it is getting late.
C h a ir m a n  C o u c h m a n : Thank you very much, Mr. Cranstoun.
Mr. A. C. L i t t l e t o n  (Chicago): I want to say a word referring to 
Mr. Byrne’s paper, perhaps I should say from the standpoint of a 
teacher. I do not want what I have to say—a very few remarks—to be 
considered a suggestion of a deficiency in his presentation. I think he 
gave us a very excellent discussion of a much-needed issue. The issue, 
as I understand it to have been stated in his paper, was whether or not 
it is possible to distinguish soundly between rules and principles, and 
that issue, I think, he has resolved very satisfactorily.
Mr. Byrne mentioned, I think, five principles. Now, I think, natur­
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ally, of those principles from the point of view of us in the classroom, 
and he has not yet given us, I think, as much as we should have about 
those principles for classroom use. He mentioned the difficulties he had 
in compressing this material into 5,000 words, and I can well under­
stand that. Perhaps what I am thinking of has been excised in the 
process, and if it has not, perhaps he may be persuaded sometime to 
amplify his views in one way or another. We speak of principles, and he 
named five. Now, why are they principles? That is what the teacher 
must face when he presents the subject to his class. If he does not, some­
body in his class—usually there is one wide-awake man there, anyway, 
out of twenty—will ask him, “Why, what makes this a principle? 
How do you judge, and on the basis of your answer, are there not more 
than five principles?”
So I am hopeful that Mr. Byrne still will give us the benefit of his 
thought on that question. Just this—why are these principles? It may 
strike you as quite inappropriate, and yet in the classroom it is not. 
We say that it is a principle of accounting that income should be 
recognized only when it is realized. Well now, you may lay that down 
as a doctrine or an axiom, and most students may swallow it, but that 
twentieth man will ask you, “ Why is that?” What would I say? I do 
not know, I am seeking an answer and I hope that sometime it will be 
supplied.
The other point is rather similar. He spoke about the coercive power 
of these principles. Now, that is a little vague in my mind, and if I were 
to say, as he did, that these principles have a coercive power, then my 
twentieth student is going to ask, “Whence comes this power? What is 
it that pushes us? What is compelling about it? It is not a matter of 
law; it isn’t compelling in that sense. Is it a matter of morals? Just 
exactly what is the pressure?” And I hope sometime that he will am­
plify that for us, too.
C h a ir m a n  C o u c h m a n : Thank you very much, Professor Littleton. 
In justice to Mr. Byrne, he did state that those he mentioned were 
only illustrative of the principles. Of course, I am sure you gathered 
that.
Mr. Gordon, I wonder if you would give us a few words on this 
subject.
D e v e l o p m e n t s  i n  G r e a t  B r it a in
M r . J a m e s  G o r d o n  (Glasgow, Scotland): Mr. Chairman, I rise be­
cause you called me and not because I have anything of any value to 
contribute to the discussion. Like the gentleman who has just spoken, 
I have been wondering in the course of the discussion whether one could 
draw a hard line between a principle and a rule. As best I could make 
out, it simply amounted to this: That a principle was merely a rule 
which, by constant discussion and constant application, had more or 
less received general acceptance among accountants. Well, I gathered 
that a rule might be in the nature of a working concordat as to which 
there might be considerable difference in application.
Some reference has been made, Sir, to the various criticisms which 
are offered of balance-sheets which are printed in The Accountant and,
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as you know, there has been considerable discussion as to the modifica­
tions that will be required now that large consolidations have found 
their way from the American practice into the British field of industry. 
We are likely to find that we are somewhat hampered in adopting what 
we think will be sound conventions by reason of judicial decisions which 
have been given under the early days of more primitive organizations, 
and some of those judicial decisions as to what are profits legitimately 
divisible under these circumstances have been so phrased that without 
any anticipation of the large numbers of subsidiary companies that 
may be held in a holding organization, it has been possible for some of 
our directors to distribute on what they call the legal basis without, I am 
afraid, making due provision for the losses of subsidiary companies.
Now, there has been some discussion as to whether or not we might 
be able—perhaps by agreement among the members of the accounting 
profession—to have some sort of model forms for profit-and-loss ac­
counts, but hitherto there has been no agreement about that. Of course, 
it would be difficult to get anything of general application which might 
apply to industries, banks, and insurance companies, but that diffi­
culty might be surmounted by having different forms capable always of 
adaptation. But one of the real fundamental difficulties with us, I 
think, is the old question of the legitimacy of having secret reserves 
which will not be shown on the accounts—reserves as to which the 
stockholders really have no information. I am not, of course, referring 
to provisions for possible contingencies—reasonable provisions against 
any catastrophies that may fall through devaluation or accountancy 
problems or anything of that kind—but to highly prosperous concerns 
which feel that it is undesirable to disclose the full extent of their 
earnings, partly because they do not wish to have the pressure from the 
stockholders to distribute larger dividends and partly, perhaps in occa­
sional cases, for political reasons and possibly because of pressure on the 
part of labor for increased emoluments. Put it this way: Personally I 
should be glad if I could get some indication as to the attitude of the 
American accountants generally to the creation of secret reserves.
May I say how much I appreciate having been privileged to be 
present at the discussion and to hear the synopsis of the very thoughtful 
paper which has been the subject of your prize essay, and I look for­
ward to reading it in greater detail when I have the opportunity of 
having a copy.
C h a ir m a n  C o u c h m a n  : Thank you, Mr. Gordon. Mr. Gordon men­
tioned one thing which is certainly pertinent, I think—the difficulty of 
a law being established with regard to an accounting matter without 
contemplating the various emergencies that may arise later that bring 
an entirely different set of characteristics which still have to be handled 
under that antique and really inapplicable law. That is one of the 
dangers in putting forth any rule or principle by law, affecting a thing 
as flexible and as constantly changing as accountancy. It is one of the 
dangers of putting out principles by any body, such as the Institute, 
until we are quite sure that the rule is one, as I said in my earlier 
remarks, that will be applicable to all those cases which come under it.
We have just a few minutes left—time for two more people if they 
will speak.
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In s t it u t io n a l  a n d  M u n ic ip a l  A c c o u n t in g
M r . L lo y d  M o r e y  (Urbana, Ill.) : I should like to call attention to 
two undertakings in which we are attempting to develop the principles, 
terminology, and so forth, in certain segments of the field of account­
ancy ; it may suggest what might be done in the larger field of general 
accountancy. Perhaps these are relatively not so important in the prac­
tice of persons here, and yet they are of some significance. One of them 
is in the comparatively small field of accounting and reporting for 
colleges and universities.
A few years ago a committee undertook to work out a standard of 
procedure in that field and after several studies it was able to arrive at a 
program which has since proved to be practicable and has been widely 
accepted.
The other is in the larger and much more difficult and involved field 
of public accounting or governmental accounting, which is represented 
in the work of the National Committee on Municipal Accounting. 
That work is to have discussion at some great length in another round 
table later on in the convention, and so I merely mention here its general 
relationship to this question of the development of principles.
Both of these committees proceeded along the lines of endeavoring, 
first, to set down some of the most important underlying principles that 
should apply to these fields with respect to accounting and reporting; 
second, to develop definitions of the accounting terms most commonly 
used in these fields, as Mr. Kohler has mentioned; and third, supple­
mentary to those, to prepare suggested model forms of statements.
Now, these efforts suggest the possibility of development in the broad 
field of general accounting practice for private business, and the success 
that has attended these efforts seems to me to indicate that there can 
be success in these broader fields if we attain the cooperation that is 
necessary to reach general agreement on some of these fundamental 
points and are willing to give a trial at least, to the procedures that 
may be developed in this way. They should be reasonably authorita­
tive since they would represent a composite of opinion which, generally 
speaking, is likely to be superior to that of an individual.
I call attention to these possibilities because I believe they do sug­
gest opportunities for us in the broader fields. Thank you!
C h a ir m a n  C o u c h m a n : Thank you, Professor Morey. Is there one 
more who can speak within two minutes? There is.
M r . H ir a m  S c o v i l l  (Urbana, Ill.): I hesitate to rise; my good col­
league has spoken, but I was just on the verge of rising before him, so I 
will say what I had in mind anyway.
I cannot but feel, after hearing the discussion this afternoon, that all 
this indicates that we probably are really in a healthy profession. We 
probably would be much more stagnant than we are if we did not have 
all these things discussed and if we felt that all the so-called principles 
and rules were so well formulated that we could merely pass them on as 
a pattern and say, “ Follow this rule or this principle."
I happen to be in academic work and we recognize the very great 
necessity of having some of these points brought before us. We do 
have our difficulties in teaching youngsters what they ought to know.
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I regret very much the fact that too many of our textbooks put things 
down as principles and rules which really are not yet, and one of my 
objects is to disillusion the students on a great many things. We often 
have questions put to us by the students like this, “What is the differ­
ence between a principle and a convention?” I believe most of us here 
would hesitate to say definitely what a principle or a convention is.
I just happened to think of the story I heard the other day about a 
professor in physics who was teaching his class. He was of German ex­
traction and he noticed one of the boys in the class was asleep. He 
called on him and said, “ Gates, will you define electricity for us?” 
The young man roused up just in time to miss the question. “Well, 
I don’t know just now, Professor, I read that last night. I knew it last 
night, but I just can’t think of it now. I’ve forgotten it.” The pro­
fessor said, “What a shame, what a shame—the only man in the world 
that ever knew what electricity was, and he has forgotten it!”
C h a ir m a n  C o u c h m a n : Well, gentlemen, I again want to thank Mr. 
Simpson for opening this discussion, Mr. Dalglish for coming down 
and giving us the benefit of his views, and Mr. Byrne for his contribu­
tion, and all of those gentlemen who have been good enough to express 
their views and give us their help in this problem. And now that our 
time is up and we all know exactly the extent to which accountancy can 
be reduced to rules and standards, and now that we understand quite 
definitely the distinction between principles and rules and conventions 
and standards, and now that we realize how simple it is going to be to 
set down this list of principles (I imagine some of you will jot them 
down and have them all worked out before we meet at supper), how 
easy it is going to be to establish rules that will be agreeable to all of 
the profession and that will work beautifully in every case! At no 
time when they are applied will there result any distortion of facts or 
truth, now that all of that is accomplished. I want to thank you all 
for your attendance and refer to the fact that there is to be another 
session—I think it is also round table—on the subject of “To what ex­
tent can the joy of the occasion be reduced to dining, wining and danc­
ing,” which, I believe, will be in the grand ballroom. Thank you, 
gentlemen!
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Pricing Product under the 
Robinson-Patman Act
A Round Table
TH E meeting convened a t 10:20 A. M. on October 20th a t the Waldorf-Astoria, New York, with Mr. Victor H. Stempf, 
of New York, presiding.
C h a ir m a n  S te m p f:  Our speaker today, Ladies and Gentlemen, comes 
to us with a remarkable background in this type of work. He is an 
economist with Dun & Bradstreet, Inc., and I need only remind you of 
that splendid document which was published about a month ago deal­
ing with the undistributed-profits tax, in the preparation of which Mr. 
George collaborated, to win your respect, if he does not already have 
it. I am sure that most of you know him quite well.
He was executive secretary of the Advisory Council of N.R.A., a 
member of the policy advisory group of N.R.A., on the staff of the 
industrial advisory board of N.R.A., and prior to that in the Depart­
ment of Commerce as chief of the domestic commerce division. I 
don’t think we need go back farther than that. Without further ado, I 
take great pleasure in introducing to you Mr. E. B. George, of Dun & 
Bradstreet, who will speak on “ Pricing product under the Robinson- 
Patman act.”
M r . E. B. G e o r g e : M r. Stempf and Gentlemen: A few minutes ago 
I was sitting here trying to think up a proper apology as a nonaccount­
ant for the strange terminology and theories to which I might give vent 
in the course of my remarks. Then I thought to myself, that isn’t 
necessary, because after all the lawmakers didn’t take accounting 
orthodoxy very deeply into consideration when they passed the law and 
in interpreting it, so perhaps it isn’t a matter for fundamentalists at all.
It may be that the job we have confronting us under the Robinson- 
Patman act, in so far as accountancy is concerned, is one of building a 
bridge to a new land rather than raising a superstructure on the old.
C o st  T h e o r ie s  a n d  R ef o r m
In recent years costs and costing theories have become a first aid to 
reformers, as well as a staid and time-tested tool of management. We 
have seen them incorporated into “selling below cost ” campaigns, used 
as yardsticks to determine proper utility rates, converted into the 
measure of fair returns to railroads on fair values, and rushed into 
emergency service as one of the cures for loss leaders. Now we see 
them distended into new shapes by the sticks and straws of Congres­
sional definition, emerging as the scarecrow by which all indecent price 
discriminators are supposed to be frightened away.
I do not suppose that in any of these cases the eager reformer looked 
first at costs and said, “ These are not correctly figured; the accounting 
profession is backward.” Rather was he overwhelmed by cumulative
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irritations arising out of the modern competitive uses to which prices 
are put. Many of these uses he regarded as abusive, tending to “crush 
small-scale competition,” more extensively than they “gave the public 
the benefit of efficiency.” But he had to have some measure of when a 
price was right and when it was wrong according to the theory of the 
moment. That measure might have been comparative service, or trade 
function, or competitive equality. All of these were too formless to be 
even measurable in themselves, not to speak of their being used as 
yardsticks for the control of other aspects of competition. So costs, 
themselves still a subject of philosophical dispute in many particulars, 
have been repeatedly conscripted as the best available way of approxi­
mating other objectives. In many respects this is a fine development for 
the profession, not necessarily because, in terms of the current jest, it 
puts them on the road to riches, but because it compels greater concen­
tration on still unstable areas and methods. It is a little hard on the 
average business man, as he has to make his competitive practices 
conform to a technical mould with which he is hardly familiar. But 
even with him the educational values may in the long run be regarded 
appreciatively. In brief, while costs are being given a new social re­
sponsibility for which they were never intended, the task of discharging 
that responsibility can have some compensatory values that were not 
exactly in the front of the legislators’ minds.
A l l o c a t io n  o f  C o st
This task involves a degree of overhead allocation, particularly in 
connection with the distribution function, that seems to branch out 
laterally from orthodox principles, rather than being merely their ex­
tension. To most operators and even to many accountants, it will 
mean a new technique. The extent of the departure will, of course, 
depend principally upon the amount of new overhead distribution that 
is attempted.
One might judge from the arguments of the sponsors that they now 
expect accountants to pounce upon every stray penny of expense and 
harness it to some customer account. It goes without saying that any 
system capable of accomplishing this result would be far too complex 
for practical use. The first puzzle that has to be solved, therefore, is to 
find a workable compromise between such an elementary basis of 
allocation as sales volume, and the hundred and one bases that would 
satisfy such a theory. That compromise must be simple enough for 
business to adopt at the same time that it throws a wide enough loop 
over floating expense classifications to haul them within the limits of 
the law.
A defensible risk might be to select such bases as would avoid ex­
treme discriminations without much pretense of avoiding them all. But 
the actual range of choices is wide. At one extreme is the absurd effort 
to dig out the cost of each specific transaction by means of arbitrary 
and artificial bases and rates. At the other is the loose assumption that 
the net per-item or per-customer cost of selling yielded by a trade-wide 
survey would be applicable to each individual business. Any such as­
sumption would probably be rejected by administrative agencies or
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the courts, except possibly for some of the wholesale trades where 
operations are more likely to be standardized. Between these extremes 
will lie the costs customarily experienced by each manufacturer for 
separate types of transactions, such as might be reached by the accept­
ance of departmental costs for each item handled in that department or of 
prorata territorial costs for each customer in the territory. This middle 
course could be supplemented by a more minute breakdown where 
disparities within a broad class were obviously wide.
I am stating the problem in terms of concepts, rather than technical 
descriptions, for the reason that practically every accountant is aware 
at least that problems of overhead allocation do exist, and most of 
them have seen numerous practical and theoretical suggestions for 
accomplishing it. In preparation for this meeting I had gone so far as 
to set up a schedule of new expense classifications and allocation bases 
for argumentative purposes, but in deference to time I am going to 
assume that it is unnecessary.
It is worth emphasizing, however, that any reasonable advance in 
the technique of holding customers responsible for the portion of over­
head they actually incur, will be a boon on straight business grounds, 
irrespective of the fact that it may have come only because of the in­
direct compulsion of a vague law. It is an elementary distinction that 
two lines carried by the same salesman may require different amounts 
of sales effort; that ten good customers in a single territory may be 
supporting five hangers-on; that profits by individual lines and custom­
ers if properly X-rayed may tell a widely different story from that 
suggested by undifferentiated profit-and-loss statements. It may even 
come about that the self-same business man may be cursing the law one 
day for making him wrestle with such outlandish bases as frequency of 
order, standard handling unit, salesmen’s calls, number of invoices, 
number of deliveries, cost of goods sold, while on the next he beams 
upon the results as having given him a prophetic new vision of how to 
make and lose money. In cost allocation, accounting procedure merely 
endeavors to make greater allowance for the human equation that 
makes business what it is.
D is t r ib u t io n  o f  O v e r h e a d
A trifling little problem that the theory of the law was a little too 
earnest to bother with is that of distributing overhead by customers 
before the latter are sold or the former is known. It is one of the peculi­
arities of the business species that an operator does not like to be fined 
or sent to jail for an offense which he could not anticipate. This, however, 
is one of those problems the solution of which must be looked for and 
expected in administrative common sense, rather than in technical 
safeguards. Uniform prices will, of course, avoid the danger, but in the 
majority of cases they would be neither practicable nor desirable. A 
more reasonable defense might be contrived through budgeting. A 
budget would rely upon past records, modified by such prospects of 
change in the existing situation as might be foreseeable. It is no mere 
desperate hope that administrative agencies and the courts will respect 
the good faith of a price schedule based upon such a procedure.
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It is no longer enough either to spread all overhead over all customers 
in proportion to their respective dollar volumes, or to fail to charge a 
favored few with any of it at all. It is too much to expect, on the other 
hand, that each machine breakdown or extra nickel of carfare must be 
reported to the Pinkerton agency and traced down to some guilty cus­
tomer whose account happened to be in the neighborhood of the inci­
dent.
There is a point in most businesses, however, somewhere between 
where we are and where it would be theoretically desirable to go, that 
would improve internal efficiency at the same time that it provided 
approximate conformance to the external pressure of this law.
T h e  P o sit io n  o f  t h e  A c c o u n t a n t
But our accounting decisions as to how much overhead ought to be 
charged to each customer are not going to be merely technical. Doubt­
less there is that measure of nobility in every accountant that will en­
able him to stand smilingly apart from angry uproars over the law and 
dispense unerring justice with respect to who ought to pay what. This 
moral talent, however, is somewhat enervated by the fact that an equal 
volume of disagreement rages over what justice is. It is definitely one 
thing to the man who regards the law as a menace to free institutions, 
and another to the man who breathes a sigh of relief over this latest 
purging of the nation's soul. Cost allocations are an equally ready 
instrument for both philosophies.
Let us put ourselves briefly in the position of at least two men who 
hold opposed views concerning the wisdom of this latest reform. You 
are a hard-pressed manufacturer, and the volume of business you have 
booked for the season is not going to cover your expenses. A mass 
distributor comes along and offers to save you at a price. That price 
is well below those charged to your regular customers, but it will carry 
you through the difficult transitional period in which you had become 
involved. You are grateful, or at least relieved. Your indignation, 
therefore, knows no bounds when some snooper starts comparing your 
prices to your different customers and charges a gross disparity be­
tween your price spreads and your cost spreads. To you such dispari­
ties are merely a part of the hurly-burly of business. They come and go 
according to need. To rate them on a parity with business life itself is 
outrageous. You therefore appeal to the courts, and in the process are 
yourself obliged to find out what your separate costs were of serving 
these warring customers. Your angry conviction as to the fairness and 
necessity of what you have done will resolve practically all doubts 
against allocating border-line costs against the providential buyer. 
What use did he make of your branch offices and regional warehouses 
and credit department and even of your salesmen? He, perhaps, came 
to you of his own initiative, your negotiations were direct, he dis­
counted his bills, and deliveries were arranged to your mutual con­
venience. To both of you it has been a good piece of business.
Your other customers disagree. They point to the fact that their 
orders provide the major part of your business, and are so impudent as 
to suggest that, if there is any gratitude lying loose in your system
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which you feel that you simply must express in terms of lower prices 
to some one, they are standing by with modestly open palms as the 
first logical claimants. Suppose you make your choice, they suggest, 
between their aggregate business and the big fellow’s business, and 
give your price favors to the faction that you would have to choose if 
you could choose but one.
They will argue this case in terms not only of abstract right, but also 
in terms of the new expense classifications and bases of allocation that 
you are setting up as your defense. A sample of their argumentative style 
is provided in their claim that their service to you in plugging your line 
year after year and in building up consumer acceptance for it has in 
large part created the market which their big competitor now proposes 
to capitalize at their expense. The sample is sufficient to illustrate the 
approach. This style of argument is capable of slanting into most of 
the allocations that had been set up to justify the original discrimina­
tion. Your imagination can supply all of the details that are necessary.
T h e  M id d l e -C l a s s  B u y e r
One argument has come to my attention, however, that is worth 
special notice. The middle-class buyer (not the small troublesome one) 
rises to gorgeous heights of resentment when told that the mass dis­
tributor is not charged with any credit-department expense or bad- 
debt losses because he is big and strong and always pays his bills. He 
expresses sarcastic relief at the news that good customers who pay 
their bills are going to be immune from such charges hereafter. He calls 
attention to the disconcerting fact that all the good customers pay for 
all the bad ones, and starts figuring on what new canons of justice are 
going to be invoked to justify picking out certain good ones on whom 
to place the burden and letting the others off with a paragraph of 
thanks for accepting lower prices. He winds up with the following 
conundrum:
1. Big buyers shouldn’t bear credit losses because they pay their 
bills.
2. Most middle-sized buyers also pay their bills, so it isn’t fair to 
charge them with credit and collection expense either.
3. The bad ones ought to pay because they caused the trouble, so 
the solution is to keep on billing them wherever they go.
4. Inasmuch as the bad ones are held perpetually responsible there 
never can be any credit losses! So what the hell’s all the argument 
about?
I’ll retire into my own character here long enough to remark that I 
have seen the problem actually attacked by dividing customers into 
three credit groups for the sake of allocating costs:
Class A—Those with A-1 credit ratings, to whom only routine 
expenses were charged.
Class B—Those of fair or doubtful credit ratings, who were charged 
with bad-debt losses and special collection costs in pro­
portion to their average accounts-receivable balances 
outstanding.
Class C—C.O.D. service customers.
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All customers who owed accounts were charged with credit investi­
gation expense in proportion to their average accounts-receivable 
balances outstanding.
Costs of bookkeeping routine were charged to all customers on the 
basis of the number of transactions as measured by the number of 
customer invoices.
The reliable middle-class buyer’s last bitter word is usually on the 
assumption that his big competitor is more efficient. It runs somewhat 
as follows: “ You know what customers are. If the big chap can buy 
for 20 per cent. less than I can buy because he doesn’t bear any of my 
supplier’s overhead, nobody cares who is efficient. Any man who has 
stood before a store window doubtfully jingling the coins in his pocket 
knows what I mean. And my competitor is able to buy for 20 per cent. 
less largely because I am helping to pay his just bills.”
Please pardon the foregoing heresy. Its excuse is that it symbolizes 
a manner of relating discrimination to cost accounting that has many 
advocates. That there may be a good lump of rationalizing in it, is 
beside the point. It is present to be dealt with, and for that matter, 
the arguments of the opposing school would not always be selected 
by the logicians as models of pure logic.
T h e  F e d e r a l  T r a d e  C o m m issio n
But all of the philosophers roaming the trade-practice countryside 
today are not buyers or sellers or accountants. The Federal Trade 
Commission and the courts must likewise reach conclusions as to the 
kind of world in which we are living, and their use of accounting con­
cepts and terminology will likewise vary with their several economic 
points of view. The outlines of the commission’s position, at least, have 
been tentatively sketched in by the four decisions handed down during 
the summer. There is no time to examine them in detail, but their 
essence seems to be moderation and a careful regard for competitive 
realities. Each decision seemed to contribute at least a timber or two 
to the structure in which the spirit of the act is to be finally housed. 
This is defensible imagery because, ever since June 19th a year ago, we 
have been exorted to conform to the spirit of the new law, however 
gelatinous its legal substance. This was sound advice and was probably 
good business as well, but ghostly injunctions without works can 
exert their spell for only so long. In these decisions the first faint sub­
stance has been given to such phrases as “ injury to competition,” 
“services rendered,” “due allowance.”
K r a f t -P h e n i x  C a s e
From the Kraft-Phenix case we learned that successes and failures 
in competition may be attributed to factors other than price, even 
where price is discriminatory; and that, if parties discriminated against 
can still manage to make a profit, the amount of injury done to them 
by a discrimination need not be legally fatal. Perhaps equal significance 
lay in the unexpectedly broad view of interstate commerce that this 
case suggested. One may infer that the commission considers itself 
responsible for the upholding of good business morals even within
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state boundaries, as long as manufacturers give an interstate tinge to 
the last steps in the distribution of their products by doing missionary 
work with retailers and suggesting resale prices.
B ir d -M o n t g o m e r y  W a r d  C a s e
The Bird-Montgomery Ward case, even though lacking broad 
significance because of the peculiar circumstances, will raise the hopes 
of accountants that intangible savings of the type resulting from a 
minimum of sales calls, non-use of branch warehouses and merchan­
dising services and credit extensions by large buyers, lack of propor­
tional benefit to such buyers from sellers’ advertising and promotional 
efforts, could all properly be reflected in lower prices. But of more 
fundamental importance is the commission’s implied assurance that 
there is a practical nearby limit to the extent to which small items of 
expense have to be run to earth and divided up among customers of 
different size.
I have tried to make clear that the accountant’s job under this law 
is much more than one of accepting or rejecting ordinary rules of 
procedure. It is important to keep in mind that old rules produce 
either new consequences or a blur when removed from their original 
setting and made to serve new purposes. The distortions are not unlike 
those of carnival mirrors. You’re sure that you never looked like that 
in the mirrors of your previous experience, but there you are. It is 
perfectly obvious that a fiercely literal construction of the Robinson- 
Patman act could produce results ranging from reasonable adjustments 
in pricing policies to absurd re-alignments. Perhaps the better figura­
tive explanation is that the smooth plane of the law is pitched at a 
somewhat different angle from the rough business terrain through 
which it passes. Near the intersection all can be well, but the alterna­
tives at the extremes are either disregard of the law or subjection to 
unreasonable operating strains. The lengths to which the law finally 
reaches will be fixed in considerable part by the courts’ definition of 
“due allowance.”
There is a chance, in the meantime, that the practical possibilities 
will be taken seriously and the impractical ones disregarded. There is 
a further chance that in such a development, unplanned and unsanc­
tioned though it may be, we will have the makings of a law that busi­
ness in the main will respect. The following light and heavy contrasts 
illustrate the field of selection.
One has only to let one’s gaze wander over the American scene to 
realize that business literally swarms with discrimination, sometimes 
extravagant but usually petty. After all, there is a real grievance. It 
even cuts deeply into our personal lives. Imagine charging the same 
for a big man’s coat and pants as for those of a little man; or for having 
to pay a barber the same for trimming the wistful fringe of a bald- 
headed man as for mowing the flowing locks of an impressario. Some­
thing ought to have been done about this long ago, and maybe this is 
the type of law to do it.
But how to do it? Maybe, in the example I have given, the price 
ought to be so many fractions of a mill per hair. In any event a literal
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construction of the law would frequently require an increase in the 
customary number of quantity brackets, which in turn would be tied 
more closely to actual differences in cost. In some instances, however, 
escape from the law’s penalties might be found in flight from any 
manner of quantity discounts. The natural product of this escape 
would be uniform prices to all comers. A compromise might be avail­
able in simplification of existing schedules such as would follow the 
breaking of prices around major dividing lines, e.g., carload lots, and 
not attempting anything further.
It is little more than instinctive, upon a mere glance at the act, to 
assume that very broad price spreads are in jeopardy. The mention of 
boundary lines, however, raises fears that are also instinctive with 
any one familiar with the endless minutiae of which business is com­
posed. Theoretically, the law could not be satisfied unless prices are 
sloped up and down by steps so tiny that the most toddling retailer 
would be able to negotiate them. Thanks to the Nazi philosophy, Mr. 
Einstein is now in the country and will doubtless be glad to assist us in 
such an emergency, although for small and middle-sized sellers ordinary 
logarithms might serve.
A P o s s i b l e  D e f e n s e
There is a saving counter influence in the law, however, that may 
provide a sound defense. Discrimination may still be found justifiable 
if all customers are permitted and are really able to buy in any quantity 
bracket. The danger zone would be entered, of course, where the brackets 
were made so large that it would not be practicable for most customers 
to cross the line. This is looking at the problem from the bottom up. 
Jumping to the other extreme, we have all seen pre-Patman defenses 
built on the increment-tonnage theory. Under this theory, the only 
cost that needs to be attributed to additional business is the added 
cost caused by that business, treating all general overhead as neces­
sarily covered by business previously in hand. By way of an aside, a 
nice question arises as to whose business is additional, that of the big 
buyer or the small buyer. If you now say, despite Congressional 
frowns, that the big man is the residual buyer, you may be embar­
rassed by any subsequent effort to take advantage of the law’s con­
cession to orders which were placed in advance and which thereby 
made possible low out-of-season costs for raw materials and savings in 
overtime.
There is still another clash between theory and practice in connec­
tion with residual business. Very often a seller who has disposed of the 
bulk of his output is inclined to hold out for higher and not lower 
prices on the business that comes in last. The net of all this is that 
there are so many influences at work that a defense of low prices to big 
customers on even the theory of increment tonnage could enmesh the 
seller in contradictions. These contradictions are logical, and not 
merely legal. The matter is solved, however unfortunately in the eyes 
of many operators, by the flat repudiation by the law’s sponsors of the 
validity of such theories. Even Congressional spokesmen went to pain­
ful lengths to point out that no such accounting was permissible. That
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is merely the beginning and not the end of the argument, however, as 
the courts may interpret the act differently and they are going to be 
the master accountants in this discrimination business. I sometimes 
wonder how many of you, when proudly accepting your C.P.A. 
certificate and starting hopefully out into the world, realized that you 
were going to achieve the heights of taking on the United States Supreme 
Court as your senior partner.
T h e  S m a ll  S e l l e r
All this ointment was intended for the small seller, but there are 
flies in it for him as well. Don’t forget that he wants a slice at least of 
the mass distributor’s business if he can get it. He gets little cheer 
from the assurance that, if he sells equal quantities to such distribu­
tors, he may quote equally low prices. (Although even this might not 
always be true.) What he wants to know is how he can quote equally 
low prices on the quantities that he can supply. He is going to insist, 
of course, on the right to meet competition, and the courts may sustain 
it. But again we run up against the fact that the relative rigidities of 
law cannot be applied to the teeming detail of business without 
creating perplexities for every one, including the administration. At 
what point, for example, is a man going to meet competition? Must he 
know that a buyer has already placed a large order at a low price, or 
has merely been offered it, or will be offered it?
There is a weak procedural phrase in the law giving him the right to 
meet competition, but almost every one hopes for and expects a virile 
reconstruction of that phrase by the courts. In the meantime, it is 
basely rumored that chances are being taken, and that many men 
have shown a preference for taking doubtful orders that will at least 
keep them in business until the courts can get around to penalizing 
them for the privilege. This, of course, is the harsh way of putting it, 
and I personally think a much more reasonable solution will be pro­
vided by both administrative and judicial common sense.
C h a ir m a n  S te m p f:  Ladies and Gentlemen, by your close attention 
you clearly indicated your appreciation and interest in Mr. George’s 
presentation of this question.
I am always impressed in all that Mr. George has written and by 
all that he has said on the several occasions I have had the pleasure 
of listening to him, by his judicial attitude and lack of bias in his con­
sideration of these various new factors in our business structure arising 
from New Deal legislation, and I always glean the hope from what he 
says that a rule of reason may ultimately prevail in the application of 
the Robinson-Patman act, just as it has to a very great extent in the 
administration of the securities and exchange acts, as opposed to the 
necessity of taking too seriously many of the fantastic, theoretical 
interpretations that we hear on the street corners every day concerning 
this act.
Gentlemen, this is a round-table discussion; we didn’t come here to 
listen to Mr. George’s presentation of this question alone. I think that 
we arrive at the best conclusion in our consideration of these subjects 
by entering freely into the discussion of them. If any one has anything
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to add to what Mr. George has said, we will welcome his doing so, 
and if you have any questions, I am sure that Mr. George will be glad 
to consider them and answer them to the extent that he may see fit.
T h e  B id d l e  C a s e
M r . S a m u e l  K a p la n  (New York): I wonder if Mr. George would 
care to discuss the Biddle case.
M r . G e o r g e :  I c a n ’t  d iscu ss  i t  in  it s  te ch n ica l term s. I h a v e  cer ta in  
im p ressio n s from  it , w h ich  m a y  or m a y  n o t  s ta n d  th e  te s t  o f fu rth er  
d ev e lo p m en ts .
The Biddle case, to me, illustrates in an interesting manner the kind 
of problem that is created for an administrative agency by an act that 
is designed to do one thing and, because of an extremely wide applica­
tion, has the effect of doing other things as well. I suppose most people 
will agree that there had been a certain amount of abuse of the broker­
age privilege before the Robinson-Patman act, that many big buyers 
have been getting it who didn’t deserve it. The trouble is that any 
law designed to correct a particular narrow practice that is hopelessly 
interwebbed with a group of other practices deals with them all flatly 
and without variation, and affects people whom it may not be intended 
to affect, as well as those at whom the law is directly aimed.
I should surmise from what I have heard that Biddle’s operations 
were in the interest of small and middle-sized buyers more definitely 
than they were of large buyers. So you can see what happens. You 
have a law, it is a law on the books, and it is adamant and it is rigid, 
at least in so far as intentions with respect to this particular feature 
were concerned. There is not much room for the judicial tolerance or 
rule of reason that Mr. Stempf spoke of a minute ago, because it 
isn’t a question of deciding which of a number of reasonable choices 
of cost allocation you are going to take; it is a law that says that 
brokerage shall not be paid to a buyer.
So, as a result of the Biddle decision, the commission, whether 
reluctantly or not of course I cannot say, issued a cease-and-desist order.
Of course all that I have said points toward the conclusion that the 
people who are adversely affected by the Biddle case were not the 
people against whom the drive of the law was intended to go. That 
case has been appealed, and we don’t know what the final result will 
be in the courts, but I appreciate your reasons for raising the question. 
I don’t know whether you have the same thing in mind that I do, but 
I don’t know of any way, with respect to brokerage, by which you can 
distinguish between deserving and undeserving applications of the law. 
The brokerage issue is still far from settled, despite the Biddle case, 
even as to principle. One of the effects of the law undoubtedly has been 
that of eliminating the payment of direct brokerage to large buyers in 
many of the trades in which they were important. It has gone some­
what further than that, but certainly with more hesitation. It has 
eliminated the payment of brokerage to many of the doubtful inter­
mediaries, such as cooperatives, voluntaries, buying organizations, and 
so forth, but not completely—because there is still a stubborn school of 
thought among both sellers and buyers which holds that these people
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do truly represent the interests of the sellers. They do it by promoting 
their brands. The buyers for whom they are negotiating are not firmly 
organized, as in the case of a corporate chain. They still retain a certain 
amount of independence in their judgment; they still retain the free­
dom of buying where they will.
The cooperative brokerage departments feel that they have on 
themselves the obligation of keeping the same sales pressure on their 
members as would a broker selling to customers with whom no affilia­
tion existed at all. They give merchandising services by which they 
help to maintain a steady level in the seller’s business with that par­
ticular customer.
Whether or not all these things have sufficient legal weight to exempt 
them from the operation of the act is something, of course, about 
which I can have no opinion. A decision of that sort regarding these 
middle-ground brokers is going to be very important.
There are some other cases coming in now. I believe that the Quality 
Bakers case may involve the question of brokerage and possibly will 
point up the issue involved in selling to the representatives of buyers 
who still can put up a plausible case that they are promoting the 
interests of sellers.
C a s h  P u r c h a s e s
M r . J. G o r d o n  H i l l  (San Francisco): Reverting to the question of 
bad debts, it occurred to me that it might be a practical matter, as a 
means of complying with the Robinson-Patman act, to have the pur­
chaser pay cash with his order. There are various means by which that 
can be done. He can remit with his order, buy on sight draft, or bill of 
lading attached. He might even make a deposit in escrow. But, I sup­
pose, to carry out the spirit of that method, the seller would also have 
to offer similar terms to the smaller customers.
M r . G e o r g e  : That is another of the still open questions raised by the 
law. The sponsors of the law, I think it was fairly plain, did not agree 
and would not yet agree that you could take care of the bad debtor by 
quoting him discriminatory prices. They say that a seller can protect 
himself against a bad debtor either by requiring cash or by refusing to 
sell, and that is the way he should do it.
C h a ir m a n  S te m p f:  I had a distinct impression, Mr. George, that in 
the hearings on the bill some of the sponsors of the act made the flat 
statement that credit losses had no bearing whatever upon discrimina­
tion and cost. Have you that same impression, and has the Trade 
Commission already in its cases recognized that credit losses are indeed 
a factor?
M r . G e o r g e :  A s  to the latter, I don’t know, but I would have a 
strong conviction that they should recognize it, and I think they will 
to some extent. I think the first part of your question ties in with my 
remark that these people did not believe that bad credit and bad 
debtors should be taken care of through discrimination. The sellers 
should go the whole way and refuse to sell or require cash, and not 
try to reflect their doubts in price differentials.
C h a ir m a n  S te m p f:  It strikes me that the suggestion made by our
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last speaker is just another one of these things that interrupts or slows 
up our usual commercial practices, very much in the same way that 
many of the restrictions which the S.E.C. has placed upon brokers has 
slowed up our money market. So, too, if we get into the sort of practice 
that has just been recommended, we are going to slow up the wheels 
of commerce, and I think from that angle it is rather undesirable. To 
the extent that the granting of credit is justified, we should continue 
our traditional practices.
M r . G e o r g e :  I have known of a case where cash discounts have been 
abandoned by a manufacturer.
C h a ir m a n  S te m p f:  In self-protection.
M r . G e o r g e :  In self-protection. Of course, that is one of the possi­
bilities that many people pointed out at the time the law was passed. 
I think the probability is that this one group, which happens to be very 
powerful, felt themselves strong enough to use the law’s technicalities 
to get rid of a price concession that they couldn’t get rid of otherwise, 
and so they did it. It hasn’t proved contagious so far.
C h a ir m a n  S te m p f  : I think you made the statement the other night 
rather forcibly that one of the peculiar results may be that price 
differentials may be abandoned entirely. There is nothing in the law 
which makes you discriminate in price between one and the other; 
you can sell the large quantity buyer or the small quantity buyer at 
the same price and thereby avoid any implications of the act.
M r . G e o r g e :  The majority of legal opinion runs that way, I think. 
There is one school that says you have to give the buyer the discounts 
to which the savings in his volume entitle him, but I don’t think many 
people hold to that.
C h a ir m a n  S te m p f :  There are many interesting questions connected 
with this act. I am sure that all of you have questions in your minds.
M r . K a p la n :  I didn’t want to stress the point before because I felt 
there were so many here and I wanted to give them all a chance. As 
to the cash basis, I think it would almost put Dun & Bradstreet out of 
business. They would have to furnish statements of sellers to buyers 
instead of retailers to the sellers.
M r . G e o r g e :  We will have to watch that. You aren’t expecting 
everybody to be a bad debtor all of a sudden, are you?
J o b b e r 's  D isc o u n t s
Mr. K a p la n :  You are selling service, aren’t you?
To go back to the Biddle case, I was interested in that because of 
their affiliation with the hardware merchants all over the country, 
particularly the retail merchants. The hardware line is pretty much 
standardized; it has been for many years. If you buy a certain quantity, 
you get what they call a jobber’s discount. If you are not entitled to a 
jobber’s discount and you buy in case lots, you get 20, 30, 40—there 
are about 18 different kinds of discounts. These discounts have been in 
existence for many years. So I wonder just how the act would affect 
them.
The smaller hardware dealers pay the Biddle people a service charge. 
The firm I have in mind pays them $300 a year. The point of time in
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manpower probably saves them a great deal more. The inventory of 
this firm runs from ten to fifteen thousand items. It is obviously im­
possible for them or their staff—they have a staff of ten—to be 
familiar with every firm in the country that might manufacture or 
carry a certain item. In a pinch they just wire Biddle, “ Can you get 
this? ” and then the price is just based on that manufacturer’s schedule,
25 off in this quantity, 10 off in this quantity, 30 off in another quantity, 
and so on. I knew that there was a brokerage charge that they earn, but 
I didn’t know to what extent that brokerage charge came in.
I thought I would mention the service fee.
M r . G e o r g e :  Oh, yes, the service fee is important to that style of 
operation, because the brokerage is passed on to the buyer, and the 
buyer in turn pays a service charge to the broker. All that, the com­
mission took into consideration.
W h a t  Is D is c r im in a t io n ?
M r . W i l l i a m  R. M a in  (Philadelphia): I realize you cannot general­
ize on this law, but I would like to ask Mr. George this. In speaking of 
the Kraft case you put out the rather ingenious argument, or the 
Federal Trade Commission did, that the fact that each retailer made a 
profit was a factor in justifying the practice. Did I understand you 
correctly there?
M r . G e o r g e :  There was that element in it.
M r . M a i n : T o w h a t  e x te n t  w o u ld  th a t  a p p ly  g en era lly ?  O r w a s th a t  
s im p ly  a n  is o la te d  case?
M r . G e o r g e :  A s you say, you can’t generalize. It does exemplify a 
point of view, a leaning toward tolerance and reasonableness in those 
things. Of course it is a very arbitrary stand. You might say if a man 
makes five per cent, that it is not an injurious discrimination. You 
might say it is ten per cent.; you might say injury occurs when he 
doesn’t break even.
The commission is faced with the unfortunate necessity of doing 
an arbitrary thing that has no counterpart in actual business practice. 
They have just got to say that this is the line, and that is what they 
said in that case. They said they made a little money, they didn’t take a 
loss; therefore, the discrimination was not legally injurious.
In the Goodyear case, they were perhaps more strict than they were 
in the Kraft-Phenix case in the way in which they regarded the effects 
of the mass distributors’ competition on small business. There wasn’t 
the same tolerance shown there, I think, as in this case.
M r . M a in  : You couldn’t rely upon that except, you might say, as an 
argument in your favor.
M r . G e o r g e :  That fact, of course, has importance, as in all these 
cases, only in the company of facts in which it is found. In this particu­
lar instance, the commission said that as long as they made money, 
there wasn’t general injury to competition. In another situation where 
profits had a different meaning in connection with costs, perhaps 
through a more seasonal variation or a cyclical spread, they might say 
that was not the criterion, something else was the criterion.
Mr. M. A. B r e w s t e r  (Oil City): There has been some comment on 
the manufacturer who sells through distributors, one of whom may
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have a certain territory and another an adjoining territory. One terri­
tory is much more productive than the other. Do you understand that 
you can give the one distributor a better discount than you can the one 
in the smaller territory? They do not come in competition; they do not 
have exclusive sales in the territory, but no doubt there would not be 
another distributor given the same territory.
M r . G e o r g e : The last comment was the one I had in mind when 
your question first began to take form. I think the primary defense 
there would be lack of injury to competition. Now, of course, the more 
difficult problem arises when these two men do weave over into each 
other’s area. T hat is a little tougher, and I don’t  know the answer.
M r. Ja m e s  I . K e l l e r  (Miami): Do I understand from this last ques­
tion that in a case where an organization takes care of both functions, 
manufacturing and selling, with two different organizations performing 
those functions, that if the selling organization has some particular 
territory in which it distributes the product, that the product might be 
sold to it a t a different price than it could be sold, for instance, to a 
jobber or distributor in Florida?
M r . G e o r g e  : Guessing again, we might take a tip from the tendency 
of the Supreme Court in recent years to pierce the corporate veil, as 
they put it, and look upon the realities of distribution and competition, 
rather than the legal barriers and channels tha t they have set up for the 
purpose of effecting their ends. I t  is possible to argue, and some do, 
that the separate incorporation of a sales agency within a state or 
within an area will not be an adequate defense for discriminatory 
pricing to tha t owned distributor. Whether tha t is so or not, I am not 
trying to say.
I n t e r s t a t e  C o m m e r c e
C h a ir m a n  S t e m p f : I think it might be interesting, Mr. George, for 
you to review again the trend of interpretations concerning interstate 
commerce under the Robinson-Patman act. They are attempting to 
widen it.
M r . G e o r g e : Very definitely, both Congress and the commission. 
There is harmony there. W hat Congress very definitely tried to do was 
to define interstate commerce so broadly th a t almost any transaction 
would be caught by the law, if guilty. The particular way in which they 
tried to do it was to consider a transaction subject to the law’s penalty 
if it offended in any of the respects stipulated by the law and if one leg 
of the transaction was in interstate commerce. For instance, if a manu­
facturer sold within a state and he also sold to somebody over the state 
line, interstate commerce would exist sufficient for the law’s purpose. 
Again we are getting into speculative ground. T hat was a definition of 
interstate commerce that Congress chose to offer, and it has not yet 
been passed upon by the courts.
The attitude of the commission in the Kraft-Phenix case merely con­
firms and extends tha t general impression. As I remarked, it was their 
apparent intention to look a t the whole stream of distribution from 
manufacturer to retailer to the utmost extent tha t they could find 
plausible legal grounds for doing so.
I feel fairly certain, as far as judicial action of the Government is
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concerned, that the Kraft-Phenix case provides a rather extreme defini­
tion of interstate commerce, and it is still an open question as to 
whether the courts will accept it.
M r . N. A. L e it n e r  (New York): You spoke of the Bird case as 
being of value in view of the fact th a t it was an acknowledgment by 
the Federal Trade Commission of the basis of the distribution of ex­
penses. Could you dwell in more detail on those expenses?
M r . G e o r g e : I don’t  think I can, offhand. The principal thing that 
struck me as I went over the records—it was a skimming job and not 
an analytical job—the essence of the thing was tha t they did recognize 
differences in the cost of selling big and small people tha t were not 
recognized in the language of the people who first urged the law, and 
tha t were, a t least, not stressed in the official language of Congressmen 
who presumed to interpret the law after it was passed.
M r . L e i t n e r : For instance, salesmen’s salaries, assuming you put 
them on the basis of class of customers. The question in my mind was, 
what would happen to nonproductive calls?
M r . G e o r g e : They would go to general overhead and be distributed 
on the basis of sales volume. One guess.
C h a ir m a n  S t e m p f : There again, I think the point that Mr. George 
wanted to make was the inference of the recognition of the rule of 
reason. Here was a basis of distribution of expense, probably tradi­
tional in the company, fairly and reasonably logical. Therefore, while 
one might assert tha t another basis would be more accurate, it did not 
deny the justification for the application of the method adopted, un­
less it were utterly unreasonable and illogical. Do you follow me on 
that?
M r . G e o r g e : Yes, and unless there was really an effort apparent 
in their set-up of costs to discriminate in favor of one man against 
another.
C h a ir m a n  S t e m p f : Mr. Forbes, you must have some observation 
to make.
U n if o r m  P r ic in g
M r . J o h n  F. F o r b e s  (San Francisco): There is a concrete problem 
that has arisen in my experience, and I wonder whether there could 
be any light thrown on it. In one of the areas in the West, there is a 
group of ten companies manufacturing concrete. They publish price 
lists, and these are uniform. There isn’t  any collusion, but the larger 
company publishes its price list and all the others follow, just as is done 
in the oil and a lot of other industries. These lists having been published, 
we find a situation arising that, when bids for cement in that territory 
are to be let, all of these companies submit prices which vary very 
greatly. They all endeavor to undercut each other, without regard to 
their printed, published lists.
I was wondering, with absolutely no knowledge of the matter, just 
what recourse the companies tha t adhere to their price list would have 
against the company tha t secured the contract a t a very much lower 
figure. This is a real practical problem.
M r . G e o r g e : I don’t  think they would have much recourse under
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the Robinson-Patman act. The Robinson-Patman act has nothing to 
do with the level of a m an’s prices; he can cut as much as he wants. It 
is only if he discriminates between customers that he gets into trouble.
T hat question reminds me of one of the first meetings I attended 
after the passage of the act and I had developed my little philosophy 
of what the act meant and how it was expected to operate. The chair­
man of the meeting said, “ Now, we will get down to business, and the 
chairman of our price committee will present you with the schedules 
which each member of the industry is to follow hereafter, in obedience 
to the Robinson-Patman act.”
M r . F o r b e s : Isn’t  it a discrimination if, for instance, a company 
which secures the contract, secures it a t a price which is a t variance 
with a  price which was submitted, say, a week before?
M r . G e o r g e : Y ou m ea n  th e  form  is  p r in ted  a n d  th a t  fo llo w s th e  
lea d er , an d  th e n  w h en  th e y  a c tu a lly  q u o te , th e y  q u o te  b elow ?
M r . F o r b e s : Exactly. Let’s assume the company which secured the 
contract has submitted figures the previous week to a purchaser of 
cement, but submits a different figure, a lower figure, perhaps. T hat is 
a discrimination, isn’t  it?
M r . G e o r g e : Yes, it is a discrimination.
M r . F o r b e s : D o y o u  se e  th e  p o in t?
M r . G e o r g e : I t  is  a  d ifferen ce  in  price.
M r . F o r b e s : The question is, can a company in endeavoring to get 
business submit three or four different bids a t different prices?
M r . G e o r g e : W hat you are talking about there is really specifica­
tion business, isn 't it, to a certain extent?
M r . F o r b e s : Not necessarily; there is a standard there.
M r . G e o r g e : Standard of cement.
M r . F o r b e s : Y e s .
M r . G e o r g e : The answer may depend upon the collective results of 
a series of bids made over a period of time. You have a right to change 
your prices to meet changing market conditions.
M r . F o r b e s : T hat isn’t  involved in this. Here is the situation: 
There is one company which doesn’t  play ball and has been cutting 
prices, but it cut prices in various amounts under different circum­
stances. Some of the manufacturing companies happen to be my clients, 
and came to discuss the matter. Having read the bill four or five times, 
I said this wasn’t  a question for an accountant who only incidentally 
happened to be a lawyer, but it was a question for a lawyer who worked 
a t it.
M r . G e o r g e : I t is m ore than that.
M r . F o r b e s : I suspected it.
C h a ir m a n  S t e m p f : May I suggest to Mr. George that this problem 
really implies the desirability of the restoration of an N.R.A., as op­
posed to the Robinson-Patman act. Perhaps that is the distinction.
M r . G e o r g e : I should think on that case there are really three 
reasons why the Robinson-Patman act would be difficult to apply. The 
first I have already mentioned. Second, the law provides that you can 
meet competition—there is a procedural provision, a very anemic one, 
giving this right. A man can always put up a case on these grounds,
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that he had to quote that price on that particular job to get business. 
Then there is a third reason which is even more difficult to get over, 
and that is that the price of cement would only be a part of the cost of 
the job and the finished job was not in competition with other finished 
jobs, so th a t the task of tracing down the effects of tha t differential in 
cement prices to injury to competition would be a very difficult one. I 
think it would be a doubtful application.
M r . M a i n : I should like to ask whether an increasing volume of 
private brands is likely.
P r iv a t e  B r a n d s
M r . G e o r g e : The Robinson-Patman act certainly provides a the­
oretical stimulus to development of private brands and to exclusive 
sources of supply. Again, one of the curious effects of an act of this sort 
is that, while it was passed in the interest of the small retailers, it is 
capable of easier avoidance by the organized and mass distributors— 
when I say “ avoidance,” I mean it without any stigma whatsoever, 
perfectly legal avoidance—because with their close-knit organizations, 
they can set up their own exclusive sources of supply; they can go into 
manufacturing more flexibly than can even organized retailers; and 
they can develop private brands out of both sources.
The question, however, is not one solely of the Robinson-Patman act. 
There are a whole lot of forces that are working for and against a further 
development of private brands. There is one theory that, during a pe­
riod of declining prices, there is a stimulus to them, for the reason that 
the prices of raw materials are going down faster than those of finished 
goods, so that there is a bigger margin within which the private brand 
can play in pricing. Conversely, as margins go up, prices go up and that 
margin narrows. So, if there should be anything in that theory, it would 
be a much more powerful influence than would be any specific legisla­
tion that could only act indirectly. Now, there is other legislation also 
putting in its two bits’ worth. The fair-trade laws and the unfair-prac­
tice laws and the Miller-Tydings act all join with the Robinson-Patman 
act, in so far as legislative events are influential a t all, to provide a 
greater incentive for the development of private brands than existed 
before.
If a man has a private brand, then of course he is not subject to the 
manufacturer’s decision as to the price a t which he will resell. We have 
seen plenty of examples of that. In fact, it is a long, long story, this 
question of the rights and wrongs of the effect on prices of legislative 
controls over distribution. You can say tha t they were wrong before 
and now we have another wrong to counterbalance them. Certainly 
most of the influences a t work today are running against any of the old 
theoretical conceptions of prices varying from day to day in a very 
sensitive way, like that of so many apples. The old apple and orange 
conception of laissez-faire is something less and less applicable, but I 
think, in the net, the answer to your question would be that most of the 
legislative influences today provide a broader invitation to private 
brands than was the case before they were passed.
M r . M a i n : In other words, it may be a permanent trend.
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M r . G e o r g e : I t  may or may not, for this reason: After all, manufac­
turers and distributors have poached in each other’s fields before and 
got their fingers tramped on. M any of them, I suspect, have been 
pushed into the private-brand business out of sheer resentment against 
interference by law with their method of doing business and their 
pricing policies, and some of them may regret it.
You might find an immediate stimulus given to private brands that 
afterwards didn’t  survive because they didn’t  pay. Legislation alone 
isn’t  going to determine whether they are profitable or unprofitable. 
Operating practicalities are going to have a lot to do with it before the 
show is over.
C h a ir m a n  S t e m p f : I t  is now a quarter to twelve. I think we have 
had a reasonable amount of discussion of the subject. If no one else 
has any m atter to present, I think we will consider the meeting ad­
journed, with a rising vote of thanks to Mr. George for his very gener­
ous contribution.
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Accounts of Governmental Authorities
A Round Table
Th e  m e e t i n g  convened at 10:20 A. M. on October 20th at the Waldorf-Astoria, New York, with Mr. George P. Ellis, of 
Chicago, presiding.
C h a ir m a n  E l l is  : Some of us who have been giving consideration to 
this whole m atter of governmental accounting have come to realize 
that it is one of the most difficult problems facing the country today. 
As accountants, we are inclined, I think, to go into the details involved 
in the accounting set-up, rather than to dig into the causes tha t bring 
about the results we criticize.
One of the biggest problems facing this country today is rising 
taxes. In 1935 more than one-sixth of the realized income of the country 
went to taxes. I t  is one of the biggest items of expense in the budget of 
our clients. There is not a client we serve who is not interested in and 
affected by this growing tax burden.
The rising cost of local government is being forced upon our atten­
tion, and we are beginning to study the problems involved. In any 
analysis of the causes of increasing taxation, accounting is basic.
E x p a n d in g  S c o pe  o f  G o v e r n m e n t
One reason for the rising cost of local government, which is little 
realized by the average citizen and little featured in accounting reports, 
is the great increase in functions performed by the municipality for its 
citizens.
A certain city (long recognized for its good government) has increased 
its functions from 21 a t the time of incorporation, to 356 a t the present 
time. Furthermore, most of this has been comparatively recent—the 
increase in the last generation being greater than the increase in func­
tions over the preceding 75 to 80 years.
Yet, if all these functions performed by local government be analyzed, 
it will be found th a t only about 58 are truly governmental functions; 
all the rest—the 300 odd—are administrative in character; functions 
which we could do for ourselves or through private contractors.
If these administrative functions are to be carried on by the govern­
ment, it is the all more urgent tha t the municipal accounting system 
include cost accounting to secure efficient expenditure. The local 
government is not justified in performing a multitude of these extra- 
governmental services, if it cannot do them a t least as cheaply and as 
well as the individual or the private contractor could do them. There­
fore, accounting reports to the taxpayers should show both the quantity 
and the quality of services to the citizens.
In this connection, I think the accounting profession has the same 
responsibility as the medical or the legal profession to lead the thinking 
of the community in times of confusion and emergency. In times of
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widespread epidemic, the medical man speaks with an authority every­
where recognized; in times of criminal outbreaks and of popular attacks 
upon the basic institutions of the country, it is the legal profession which 
rouses the popular mind to its responsibilities in defense of law and 
order and individual rights. Likewise, I think the accountants, in the 
present confusion of the public mind, have a great responsibility to 
lead the thinking of the community in the proper solution of the 
problems involved in municipal administration.
If we are to fulfill this obligation, there is urgent need for the proper 
training of our members in municipal accounting. General proficiency 
in accounting practice is not enough preparation for municipal account­
ing.
T h e  S p e a k e r s
This morning we have with us Mr. Lloyd Morey, vice-chairman of 
the National Committee on Municipal Accounting and also a member 
of our Institute committee, who is going to present one phase of gov­
ernmental accounting. He will be followed by Mr. T. Coleman Andrews, 
a member of our Institute committee who has done some fine work 
with us during this year and has appeared before a number of the state 
groups. Mr. Andrews has had experience as an officer in state govern­
ment; he knows the internal problems as well as the problems of the 
professional accountant.
I am going to ask Mr. Morey to lead the discussion, to be followed by 
Mr. Andrews. Then we hope to spend a good part of the time in general 
discussion and questions. Between Mr. Morey and Mr. Andrews, you 
will learn more in detail about the work of the committee, the things 
th a t have been accomplished to date, and some of the work before us.
I have here a number of the publications of the Municipal Finance 
Officers Association, which will be very useful if you have not already 
obtained copies for study and for educational programs in your own 
state. The Institute committee has prepared a list of these publications 
and I have several of the pamphlets here which you may take after the 
meeting. They will give you a fairly good idea of the type of material 
th a t is available.
One of the problems th a t we have had over the years has been to 
develop some authoritative literature on the subject. I t  is interesting 
to note that within the last month the work of the National Committee 
on Municipal Accounting was approved officially by the Municipal 
Finance Officers Association, which I think is a very fine step forward. 
More and more now the work of this committee can be used as a guide in 
municipal accounting.
I am going to turn the meeting over a t this time to Mr. Lloyd Morey, 
comptroller of the University of Illinois.
M r . L l o y d  M o r e y  : M r. Chairman and Friends: I t  was very hearten­
ing yesterday to have a message from the President of the United 
States in which he pointed out the importance of government and the 
business of government and emphasized the fact tha t the financial 
affairs of government must be examined with microscopic scrutiny to 
give assurance th a t they were accurately recorded and were in ac­
cordance with legislative action.
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Following closely after th a t was the speech of Colonel Montgomery, 
president of the Institute, in which he devoted considerable time to the 
discussion of the need for better governmental accounting, emphasiz­
ing the mystery, the inaccuracy and the lack of independence in re­
viewing the accounts and affairs of governmental bodies. He spoke of 
conditions as he found them 20 or 25 years ago—conditions which to a 
considerable extent still prevail.
The task of securing adequate accounting for public enterprises in 
this country is indeed a gigantic one. Federal, state, and local govern­
ments in the United States spend annually 19 billions of dollars and 
employ over 3,000,000 persons. There are over 175,000 units of local 
government. These units are subject to the varying laws of 48 different 
states. They are of varying size, purpose, and scope of activity. They 
are manned by officials and employees of every grade of ability and 
initiative, from the very poor to the very good.
N a t io n a l  C o m m it t e e  o n  M u n ic ip a l  A c c o u n t in g
The National Committee on Municipal Accounting came into exist­
ence as a result of three conditions: first, in spite of the tremendous 
scope and volume of public business, problems of accounting and 
financial reporting relating thereto in the past have received a t the 
hands of public accountants and teachers and writers on accountancy 
only a fraction of the attention given to the accounts of private busi­
ness; second, although a few writers have undertaken to express 
themselves through personal opinions on proper procedures in this 
field, there has been in general a lack of agreement on fundamental 
principles, an absence of authoritative standards, and no reasonable 
uniformity in either procedure or terminology; third, public accounts 
in many instances are inadequately kept and poorly reported.
These things are not said to deprecate the excellent work done by 
many persons, some of them public accountants and some of them 
public officials. There are examples of excellent audit reports of public 
funds, just as there are examples of excellently kept municipal and 
other governmental accounts. Speaking broadly, however, the level of 
achievement and the extent of uniformity in governmental accounting 
and reporting is much lower than th a t which has been achieved in the 
accounts of private business.
The work of the National Committee on Municipal Accounting has 
been directed toward three objectives: first, the formulation of funda­
mental principles applicable to governmental accounting and report­
ing; second, the development of authoritative definitions for the princi­
ple terms needed in such accounting; third, the development of model 
forms of financial reports based on correct principles and embodying 
proper terminology, these reports being adaptable to varying local 
conditions as far as existing laws and regulations permit. Added to 
these primary objectives is the task of securing recognition and adop­
tion of the decisions reached by the committee and their applications 
by public officials, public accountants, and teachers of accountancy, 
and, where necessary, the revision of laws which stand in the way of 
securing these results.
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P e c u l ia r it ie s  o f  G o v e r n m e n t a l  A c c o u n t in g
Too often, in the past, it has been assumed, particularly by public 
accountants, tha t Governmental accounting may be carried out along 
the same lines as the accounting of private business. In this connection, 
I quote from a volume recently published by the state of Kentucky, en­
titled Handbook of Financial Administration, prepared by the Public 
Administration Service, of Chicago:
“ It is important to bear in mind tha t the differences between the 
functioning of Government and private business necessitate definite 
variances between business and governmental accounting procedures. 
The chief variances are:
1. Governmental accounting necessarily reflects the emphasis that 
must be given to the observance of the legal requirements con­
cerning financial administration in a governmental agency.
2. Accounting in a government has a much closer relationship to 
budgetary administration than in the business field.
3. Except for publicly operated utilities and similar undertakings, 
governmental accounting is not concerned with the determination 
of profit and loss, but rather the measuring stick in government 
is applied in terms of the quality, efficiency, and effectiveness of 
services rendered the community.
4. Governmental accounting does not involve the proprietary in­
terests of individuals, partners, or stockholders.
5. Governmental accounting must give effect to the prescribed seg­
regation of the resources of the agency into funds, each of which 
is an entity and requires its own group of accounts.”
The National Committee has sought particularly to determine the 
extent to which these conditions affect the accounts and reports of 
governmental bodies, and the conclusions reached by it endeavor to 
take account of these considerations in an adequate manner.
Of the principles recommended by the National Committee, the 
first to be mentioned, and in many respects the most important, is:
“ The accounts should be classified in balanced fund groups. The 
group for each fund should include all accounts necessary to set forth 
its operation and condition. All financial statements should follow this 
classification.”
In considering this important principle, it is worthwhile to note the 
definition of a “ fund,” as stated by the committee, a definition which 
has been widely accepted by other agencies:
“ A sum of money or other resources (gross or net) set aside for the 
purpose of carrying on specific activities or attaining certain objectives 
in accordance with certain regulations, restrictions, or limitations.”
Whenever a tax levy or other source of revenue is created, a bond 
issue authorized, or a gift received which is earmarked for a specific 
purpose, a new fund is created. This fund is a distinct financial entity 
and requires a complete balanced set of accounts within itself and 
accordingly a complete balance-sheet. There are many different kinds of 
funds to be found. For example, there are revenue funds, both general 
and special, bond funds, special assessment funds, trust and agency
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funds, sinking funds, utility funds, working capital funds, endowment 
funds. Each type of fund presents a different problem and requires a 
different set of accounts for its proper presentation. These facts affect 
the entire classification of accounts, as well as the content and arrange­
ment of the financial statements. To make an accurate and informative 
statement, an accountant must know the peculiar conditions and re­
quirements of each of these various kinds of funds tha t he may find.
F u n d  B a l a n c e - s h e e t s
The committee recommends tha t a separate balance-sheet be pre­
sented for each fund or group of similar funds. If a single balance- 
sheet is prepared for several funds, it must be in columnar or sectional 
form so as to exhibit the accounts of each fund separately. Some ac­
countants attem pt to present a consolidated balance-sheet in which the 
obligations between funds are offset or eliminated. This plan results in 
an erroneous showing of the condition of funds thus affected and 
should not be employed. No form of statement should be used which 
will permit officials to assume th a t the integrity of separate funds can 
be violated.
The criticism is frequently directed a t public accounts th a t they are 
too complicated and th a t it is not possible for the average citizen to 
understand them. This condition is not one tha t can be wholly avoided. 
Where so many funds are involved, each of which is subject to special 
restrictions and requirements, the accounting system and the financial 
reports are necessarily going to be more or less complicated. Attem pt a t 
undue simplicity and brevity will result in the incompleteness which 
will lead to erroneous interpretation and consequent embarrassment. 
Accountants and public officials responsible for finance should do 
everything possible to acquaint legislative bodies and other officials 
and citizens with the conditions surrounding public finance, the effect 
of these conditions on financial statements, and the meaning of state­
ments properly presented. Legislative bodies and governmental officials 
are quick to impressions and interpretations of financial statements in 
which consolidated figures of cash and other items are shown. Only by 
separating the statements clearly as to individual funds can adequate 
emphasis be placed on the fact tha t each fund is a separate unit sub­
ject to individual restrictions, which cannot be used for other purposes 
without violating the laws and regulations to which it is subject. The 
public accountant can do much to aid in the proper understanding of 
these matters.
Another principle advocated by the committee which is distinctive 
in accounts for governmental bodies is as follows:
“ A clear segregation should be made between the accounts relating to 
current assets, liabilities, and operations, and those relating to fixed 
assets and liabilities. Asset accounts for permanent properties not 
available to meet expenditures or obligations should be segregated 
from other fund assets, and the equity not represented by them not in­
cluded in the current surplus of any fund.”
This procedure is essential because investment in permanent prop­
erty is not available to meet current expenses. Consequently the equity
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represented by it must be clearly segregated from that represented by 
expendable assets. We have seen municipal balance-sheets prepared by 
public accountants which showed one figure of surplus, which on 
analysis was found to include both net current assets which might be 
available for appropriation and expenditure, and also the amount 
representing the net investment in city property over and above out­
standing bond issues. Such a figure is valueless and misleading and 
gives both officials and the public an incorrect impression of the finan­
cial condition of the city.
The question frequently is raised as to whether the general fixed 
assets of a government and its outstanding bond liabilities not payable 
out of current resources should be included in the balance-sheet. The 
committee favors the inclusion of these items in the general books and 
in the financial statements. Such records are essential to show what 
has been expended and what obligations must be met, and they serve 
to fix responsibility for the custody and proper care of assets. I t  fre­
quently happens in governmental bodies th a t particular care is taken 
in accounting for cash, securities, and other current items, and little 
or no care is taken in accounting for property other than cash or ne­
gotiable assets. Frequently such property represents the major part of 
the assets of the organization, and if not brought under accounting 
control, may be subject to material loss and irregularity. As already 
indicated, these accounts should be kept separate from the accounts of 
funds, and the surplus or equity represented by them must in all cases 
be separated from th a t surplus which is available for appropriation and 
expenditure.
D e p r e c ia t io n
The committee further recommends strongly tha t there be no a t­
tem pt to record or include in the accounts and reports depreciation 
on fixed property other than tha t relating to utilities or other self- 
supporting activities. I t  seems most valuable and practicable to ac­
count for general fixed assets on the basis of the amount invested in 
them and to carry them a t this value until they are removed from serv­
ice. An attem pt to account for depreciation is confusing since it con­
flicts with the budget, does not add any useful information (the current 
value of property is not important), and cannot be made use of because 
it is ordinarily impracticable to set aside a cash reserve representing 
depreciation.
In accounting for revenues and expenditures, the following principal 
is important:
“ The general accounting system should include budgetary control 
accounts for both revenues and expenditures.”
An adequate budgetary control can be fully exercised only when the 
general accounting system is so kept as to show a t all times the extent 
to which revenue is being realized and the extent to which resources are 
committed through appropriations, purchase orders and contracts, and 
other commitments.
Some governmental accounting systems make a separation between 
budgetary accounts and the accounts of assets, liabilities, revenues
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and expenditures. The committee does not favor this procedure. It 
involves duplication of entries, greater complication in bookkeeping, 
and decreases the clarity of financial statements. By combining budge­
tary  control accounts with other accounts into a unified system, it is 
possible to present a t any time a financial statement which shows the 
true financial condition.
This is of somewhat less importance to  the public accountant than 
to the official in charge of accounts, for the public accountant frequent­
ly has to do with the condition only a t the end of the fiscal period. Even 
then, however, there may be some open accounts of a budgetary charac­
ter which should appear on the balance-sheet. Furthermore, if the 
public accountant is called upon to install a system, he should under­
stand and recognize the advantages of budgetary control through the 
general accounting system.
T h e  A c c r u a l  B a s is
In reporting revenue and expenditures, the committee recommends 
that:
“ The use of the accrual basis in accounting for revenues and ex­
penditures is recommended so far as practical.”
This is a standard on which public accountants, I am sure, will 
agree as being a desirable goal. On the other hand it should be recog­
nized tha t there is not the necessity for such an accurate distinction 
between fiscal periods on a strict accrual basis as exists where profit 
and loss are involved. I t  is also essential th a t the value of revenues not 
actually realized and still outstanding in the form of taxes receivable 
or other similar items not be overstated. So far as expenditures are con­
cerned, it is important tha t those for services rendered or materials 
received during the period under review be included regardless of 
whether they have been paid for.
In applying this principle a wide difference exists in the problems of 
governmental bodies of varying sizes. There is a material difference in 
what may be done in a small school district located in a rural area as 
compared with what may be done in a large city. A large organization 
with ample working capital and competent staff may operate on a 
complete accrual basis. A small unit, however, frequently has to be 
operated on a cash basis. Those falling in between frequently must be 
placed on a modified accrual basis. The important thing here is tha t 
when a statement of revenue and expenditures is prepared, it include 
only revenue and expenditure items. Occasionally the statements 
which are called statements of revenue and expenditures are in reality 
statements of receipts and disbursements, and include nonrevenue 
items such as receipts from tax warrants and other loans and other 
nonrevenue sources, and include as expenditures the payment of 
current liabilities and other items which should not be so classified. I t  
is necessary to carry out a practical approach to this problem which 
will result in an accurate presentation of what has happened and of the 
financial condition a t the date of the report.
A different situation exists with respect to the accounting for 
municipal business enterprises such as publicly owned utilities. The
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general principles applying to such undertakings should be the same 
as those applying to similar enterprises under private ownership. All 
costs and expenses should be allocated to the enterprise. If expense of 
the enterprise is borne by other funds, or if any appropriations are 
made out of utility income to other purposes, the facts should be clearly 
shown. In other fields of special activities, such as colleges, hospitals, 
libraries and public schools, the accounting should follow the standards 
of classification employed by institutions of th a t type.
Another important recommendation made by the National Com­
mittee is tha t the terminology and arrangement of the budget, the 
accounts and the financial reports be as nearly uniform as practicable. 
All too often a budget is made up to meet some legal requirement and 
then pu t aside. The accounts are kept in accordance with the ideas of 
the accounting officer and without relation to the budget. The public 
accountant then comes along a t the end of the year and makes a report 
which agrees with neither of the other records. Each of these records 
and reports should supplement the others and for th a t reason they 
should be prepared as nearly as possible with the same terminology and 
arrangement. Further study is being given to the question of a uniform 
classification of expenditures for municipalities. In this respect the 
cooperation of the United States Bureau of the Census must be secured, 
since th a t body publishes statements of municipal and state expendi­
tures.
T e r m in o l o g y
The bulletins of the committee define and describe the correct use of 
such terms as appropriation, revenue, expenditure, receipts, disburse­
ments, encumbrances and other terms more or less peculiar to govern­
mental accounts. These definitions have been worked out with great 
care and have been subjected to wide criticism. They are showing 
evidence of ability to stand the test of time, and it is believed tha t with 
minor refinements they will come to be the accepted definitions in this 
field. One of the greatest things tha t can be done toward making 
public finances better understood is to present them in understandable 
language substantially indentical in all governmental financial reports. 
Public accountants can do much to bring about this ideal.
I do not need to suggest to this group tha t an adequate system of 
accounting, auditing and financial reporting is essential for every 
business. However important these things may be for private business 
concerns, they are all the more vital and valuable in public business, 
where the interest a t stake is that of the entire public and not merely of 
the owners of the particular business or the investors in that business. 
For tha t reason the effort to develop an adequate and satisfactory sys­
tem of accounting and reporting for governmental bodies is of the u t­
most significance. The work of the National Committee on Municipal 
Accounting is the most serious and representative effort in the history 
of accountancy to find a true basis for public accounts and reports. The 
nature of the committee’s organization and its methods of work give 
its findings an authoritative character superseding personal opinion of 
individual officials, accountants, or writers.
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E f f e c t  o f  L ocal  L a w
The findings of the committee are, of course, subject to local law, 
which varies widely and often conflicts even with basic principles of 
accountancy. Such a situation cannot be wholly rectified except as 
state laws, rulings, and decisions may be brought into accord with best 
accounting thought. Much can be accomplished, however, by the 
formulation of basic principles and persistent effort to secure ad­
justm ent of laws and regulations to conform to those principles. While 
this task is a major one, there is every reason to believe tha t it is not 
insurmountable and the reception which has been accorded the work 
of the committee is such as to make one both optimistic and enthu­
siastic as to the possibilities. The time should not be remote when it 
will be possible for public accountants, in reporting on municipal 
examinations, to indicate as they may now do in commercial auditing 
th a t the accounts have been kept “ in accordance with accepted princi­
ples.”
There is a widespread need of better accounting for governmental 
authorities. Legislative bodies and public officials flounder about in 
dealing with the difficult fiscal problems with which they are faced, 
often because of inaccurate and inadequate information. I t  is not 
going too far to say tha t an adequate system of public accounting and 
reporting would do much to relieve the financial difficulties and prob­
lems with which the country in its various governmental activities is 
faced.
The public has spent too much time worrying about its tax bills and 
too little time as to the adequate recording and control of what is to 
become of the money paid in by it on these bills.
The time has come to see tha t public bodies account as clearly and as 
efficiently for their financial operations as they in turn require of 
private business. The public accountant has neglected his responsibility 
in this field all too often. The rewards are not great from the monetary 
standpoint but the obligation for public service is definite and positive. 
A concerted effort on the part of public accountants in cooperation with 
interested public officials and citizens will bring about the improvement 
tha t is needed, to the ultimate benefit of taxpayers and investors and to 
the credit of the accounting profession.
C h a ir m a n  E l l i s : Our next speaker, as I indicated before, has had 
some very fine experience as a finance officer. I understand th a t he was 
practically drafted into this position, and the reports th a t I have had 
from those who know something about his work speak of him in the 
highest terms. They feel th a t he made a great contribution to his 
state government in this work.
Mr. Andrews will talk to us on the accounts and reports of govern­
mental bodies.
M r . T. C o l e m a n  A n d r e w s  (Richmond): In spite of the ramifica­
tions, size and importance of government, the average citizen seems to 
be little interested in how its activities are administered and even in­
different as to who does the administering. This seems paradoxical in a 
country where business growth has been so rapid and where undoubt­
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edly this growth has been due to planning and execution of the most 
careful sort. The preachers say we have forgotten God in our pursuit 
of business. I t  now has become rather painfully clear tha t we have 
forgotten our Government too.
I n d if f e r e n c e  o f  P u b l ic  O p in io n
I have been asked to speak on the practical aspects of governmental 
accounting forms and reports. The consequences of our indifference to 
the fiscal organization and administration of our Government make 
this a difficult task. There is little public opinion on the subject, and 
officialdom has adopted few standards. Until the Municipal Finance 
Officers Association put the National Committee on Municipal Ac­
counting to work, there were almost as many ideas and practices as 
there were units of Government. Therefore, such standards as we have 
are the result, not of critical public opinion, but of devoted professional 
research.
Undoubtedly m any factors account for our civic indifference. There­
fore, I should not be so bold as to attribute exclusiveness or conclusive­
ness to any one factor. Nor is this the time or place to discuss this 
subject. However, a statement of a t least two factors is essential to the 
m atter before us.
My intimate contact with Government dates back only a few years; 
but this contact has been extensive and voluminous. The more I delve 
into it, the more I am inclined to the opinion tha t our indifference is 
due in some measure, a t least, to unnecessary complexity of organization 
and lack of understandable reports. Perhaps, if we had had understand­
able reports, our interest would have been stimulated and the com­
plexity of organization simplified. At any rate, we accountants and 
auditors know from our experience in changing systems from one form 
to another th a t understanding is a prerequisite to interest and coopera­
tion. I t is just human nature for us to have no interest in things tha t 
are so “ clouded all over with obfuscation” as to be outside the range 
of our understanding.
N e e d  f o r  S im p l ic it y
Governmental organization is complex because we have m ade almost 
a fetish of giving individual and separate status to the financing and 
administering of activities. There are units of Government having less 
than a million dollars of revenue annually which have as m any as half 
a hundred funds among which this revenue must be allocated. The most 
expertly prepared financial report of such a unit would be no clearer 
than a mud fence to the average citizen and a great deal less than  a lead 
pipe cinch for even a very expert accountant.
We need to get away from multiplicity of funds. Much of th is multi­
plicity is the result of legislative enactment and therefore cannot be 
corrected by administrative order. But no small part of it  is due to 
special treatm ent of situations which could be handled much more 
simply and with far more understandable results by following the same 
principles and rules th a t apply in similar situations in ordinary com­
mercial and industrial practice.
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For instance, a sinking fund th a t is derived from a general levy is 
almost invariably reported separately from the general fund. There is 
no more reason for a municipality to do this than there is for a private 
enterprise to do it. Moreover, it is common practice to set up a separate 
fund and report separately the fixed assets of a municipality. Why do 
this? We don’t  do it in business and industrial practice. I t  isn’t  neces­
sary in municipal practice.
These and other unnecessary practices account for some of the bur­
den of many funds and much of the complexity of organization and 
administration. There is great need for simplicity.
Some time ago the mayor of one of the best managed cities in the 
country, in specifying what he expected from a reorganization of the 
city’s government and a revision of its accounting system, demanded a 
“ one-page” monthly report of revenues and expenditures. I t  looked 
impossible a t first, but such a report was worked out, and the mayor 
said th a t it furnished him for the first time with something he could 
understand. We need more “ one-page” reports.
We need, too, to get away from the idea th a t municipalities have to 
have two sets of books, one for the so-called “ proprietary” accounts 
and another for the budget accounts. Experience has demonstrated 
conclusively th a t this duplication is not necessary for any reason. The 
surprising thing about it is tha t it was ever started in the first place. 
Everything th a t is accomplished by the dual system is accomplished 
with much less effort and far more understandable results by a unit 
system.
R e p o r t s  to  t h e  P u b l ic
The National Committee on Municipal Accounting has given us a 
statement of the principles which should be applied and the terms 
which should be used in municipal accounting and reporting. As in 
commercial and industrial practice, the accounting system in any given 
case should be set up so that the kind of reports that will be required 
may be prepared from the books with a minimum of effort. Reports, in 
other words, are of primary importance. They illuminate the course of 
government.
Reports are of two kinds—those designed for the administrative offices 
and employees and those designed for the public. The former should be 
as detailed as practicable, in order tha t the management may have be­
fore it  full information and so be in position to make sound decisions. 
In addition, they should be rendered a t such intervals as the necessities 
of effective management require. Reports for the public should be of a 
more general nature and explained in terms understandable to the 
public. Reports to the public have been few and in most cases pre­
pared in such a technical form and expressed in such technical terms 
tha t the public has not understood them.
The primary reports to the management should give full informa­
tion with respect to revenues and expenditures. Receipts should be 
shown in relation to the budget estimates thereof and expenditures 
should be shown in relation to appropriations. This enables the man­
agement to keep track of the progress of the realization of revenues and 
the momentum of expenditures.
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However, these primary reports are by no means sufficient, albeit a 
great many municipal officials seem to think they are. No type of en­
terprise engages in so many and such varied activities as a  modern 
municipality. I t  renders many services never dreamed of by those who 
founded the republic. If full and complete reporting is necessary to 
successful operation of private business, which as a rule is expertly 
manned, it is even more important to public business which is not so 
manned.
C o st  A c c o u n t in g
There is no enterprise where cost accounting is more essential to good 
management; yet municipalities have generally only just begun to 
embrace the benefits of cost finding. Until cost finding is employed 
where it  is necessary, budgeting of expenditures and, to some extent, 
budgeting of revenues, cannot help being more or less a m atter of guess 
work. I t  is equally obvious that full and complete recording of revenues 
and expenditures is essential to any degree of positive and sound budg­
et preparation and control.
If reporting to the management has been inadequate, reporting to 
the public has been even more so. As already stated, about the only 
information tha t the public ever gets about the administration of its 
affairs comes to it in the form of annual reports of great volume, poorly 
coordinated and often expressed in terms with which the public is not 
familiar. There is great need for the development of a  form of report 
tha t is both informing and simple. The forms of statements and reports 
which have been worked out by the National Committee on Municipal 
Accounting are excellent. They have been recognized as constituting 
the greatest advance in accounting for a particular type of enterprise 
which has ever been made. But these statements and forms of reports 
are too technical for public consumption. They were prepared primarily 
for the use and guidance of administrative officials and employees. We 
must find a way to develop out of these statements and forms of reports 
a report for public consumption that will be brief yet comprehensive, 
well coordinated and expressed in simple terms that Mr. John Citizen 
can understand. I t  probably is not an exaggeration to say that the hope 
of democratic government to some extent hinges upon the accomplish­
ment of this objective. This is undoubtedly true if there is any virtue in 
the theory tha t we must have knowledge before we can have interest.
There is need, too, for more frequent reporting to the public. There 
never was a time when the people of this country had a greater interest 
in national affairs than they have today. This unquestionably is due to 
the fact tha t the President has sat down by the fireside with the public 
and advised them frequently as to the state of the nation. I t  is true 
tha t these fireside chats have had to do more with social and economic 
problems than they have with fiscal problems, bu t they have demon­
strated the fact tha t the interest of the public in the affairs tha t have 
been discussed with them has been in proportion to the information 
tha t has been given with respect to these affairs. Municipalities should 
publish a complete annual report and a t least a quarterly report, 
presenting in summary form the progress and condition of its fiscal 
affairs. There is not a city in the country which would need to buy more
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than a full page of newspaper space for such a report and none which 
could not well afford to pay the cost of this space.
Up to this time the accounting profession has not taken a great deal 
of interest in public affairs. The instances of participation in public af­
fairs by its members have been all too few. Public business undoubtedly 
has suffered as a result of this, for there is no profession which can con­
tribute more to obtaining the maximum amount of government and 
public service a t the lowest cost.
The challenge is still before us and it is not too late for us to accept 
it. Indeed, public officialdom is being made aware of the deficiencies 
which I have stated through the efforts of the Municipal Finance 
Officers Association of the United. States and Canada. This organization 
has done one of the finest jobs of a national scope of any organization 
in the country. I t  sponsored the National Committee on Municipal 
Accounting and it welcomes the cooperation of the public accounting 
profession. We should be unworthy indeed if we did not join in the 
movement that this organization has started and is carrying on to bring 
the administration of public affairs up to a  high level of accomplish­
ment.
C h a ir m a n  E l l i s : The meeting is open for discussion. You may ask 
questions and among the three of us we will attem pt to answer them as 
best we can. If you have any comments to make, any suggestions to 
make, either for the committee on governmental accounting of the In­
stitute or for the National Committee on Municipal Accounting, we 
will be glad to have them. Mr. Morey and I are both representing the 
Institute as members on tha t Committee.
The meeting is yours.
O r ig in  o f  t h e  F u n d  B a l a n c e - s h e e t
M r. W il l ia m  H. W e l c k e r  (Philadelphia): Mr. Chairman, I think I 
can throw some light on the question of where the fund balance-sheet 
originated.
About the year 1912, I was invited to enter the City Hall in Philadel­
phia as a junior accountant or bookkeeper, and in the controller’s office 
there we were introducing a modern system of accounts for each de­
partm ent of the city. The first thing tha t we had given to us, or a t least 
the only thing th a t we had to consider a t tha t time in the way of litera­
ture, was the handbook which was issued by the Metz Fund in New 
York city—the Handbook for Municipal Accounting.
After having worked there for five years, assisting Mr. Hadley, who 
was the chief accountant a t tha t time and who has since become city 
controller and city  treasurer of Philadelphia, we found th a t we had 
given birth, you might say, to the separate fund balance-sheet.
Looking back over those years, I can see now that it  is of no use 
whatever and only complicates the accounts, as has been mentioned 
here this morning. However, I think th a t is where your fund balance- 
sheet originated. I believe the Metz Fund work resulted also in there 
being a similar fund balance-sheet in the city of New York about that 
time. W hether or not they have continued tha t balance-sheet, I cannot
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say, but it has become a very cumbersome thing, and in my subsequent 
experience through 20 years of actually auditing the accounts of munici­
palities, I find no use for it whatever.
I t  was entirely omitted in the New Jersey system, where I grew up 
and had my experience, and therefore we can probably retire it to the 
limbo of discarded things.
M u n ic ip a l  A u d it in g  i n  P e n n s y l v a n ia
Before I take my seat, I would like to tell something about the work 
tha t we are doing in Pennsylvania. Over there, we find th a t there is no 
auditing whatever worthy of the name even in the largest cities. The 
city of Philadelphia is now considering a new charter. The Pennsylvania 
Institute of Certified Public Accountants has been invited to submit 
their suggestions to the Charter Revision Committee, which has been 
appointed recently by the Government, as to what extent auditing might 
be feasible as a requirement in the new charter. This seems to me a very 
distinct recognition of the development of municipal accounting and 
also of the fact th a t auditing by certified public accountants can be of 
some assistance in the administration of the city of Philadelphia under 
a new charter.
The Pennsylvania Institute of Certified Public Accountants met a t 
Skytop in an annual meeting in June and a t th a t time adopted a resolu­
tion covering the investigation of the question of municipal accounting 
and auditing.
In Pennsylvania there is a system under which the local politicians 
from time to time elect auditors from the local municipality, or a t least 
from the electorate of the municipality. Those auditors are never ac­
countants; they are usually bookkeepers from local banks or any one 
who may know something about figures. In the smaller townships and 
other groups of municipalities, they may be drug store clerks, grocery 
clerks or any one a t all.
The elected auditors are always part of the local political crowd and 
therefore cannot make an independent audit. They cannot be unbiased 
in their findings, and you probably can guess the results of the system. 
The Pennsylvania Institute, a t the meeting to which I referred, de­
cided th a t something was necessary in order to bring to Pennsylvania 
the results of the development of municipal accounting throughout the 
country.
The Department of Internal Affairs in Harrisburg has developed a 
system of budgeting in Pennsylvania which is now achieving a certain 
degree of success. We now have budgets required by law in Pennsyl­
vania in all of the municipalities below the third-class cities but the 
Pennsylvania Institute now wants to have legislation introduced which 
will require audits of municipalities such as are being made in some of 
the other states.
I might also mention, commenting on the statements made by either 
Professor Morey or Mr. Andrews, th a t I am actually auditing munic­
ipalities quarterly. I t  seems to be a very unusual thing, bu t we are ac­
tually doing tha t in Pennsylvania and in New Jersey. We hope the 
practice will be extended throughout the entire state, if we can bring
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about the legislation which the Pennsylvania Institute has in mind.
C h a ir m a n  E l l i s : Mr. Morey discussed some fundamental principles 
that we are trying to lay down in the work of the committee and Mr. 
Andrews has discussed some of the practical problems. I wonder if we 
might keep our discussion pretty much in line with those topics? Who 
is next?
M r . H a r r y  W. N e l s o n  (Denver): I have two things in mind. 
First, Mr. Andrews suggested that accountants should be more active 
in the m atter of city budgets, and I thought you might be interested to 
know th a t in Denver the representatives of six of our accounting firms 
are members of a chamber of commerce committee which assists every 
fall in the preparation of a city budget. They assist as citizens, however, 
displaying a public interest in those affairs.
I really got up to ask Professor Morey a question. He recommended 
the accrual method of accounting. Would you tell me more definitely, 
Professor, what you mean with reference to the general fund, for in­
stance?
A p p l ic a t io n  o f  A c c r u a l  M e t h o d
M r . M o r e y : The thought in tha t proposal is this: that with respect 
to revenues, the tax revenues be recorded as of the time of levy with a 
reserve for uncollectible taxes of an adequate amount. If there are any 
other items th a t are reduced to accounts receivable, those may be 
taken into revenue under similar conditions.
A more important phase of it would be on the expenditure side, that 
is, th a t an item be entered as an expense or expenditure a t the time the 
bill is approved and therefore represents the delivery of materials or 
completion of service, irrespective of the time when it is paid. I t  is es­
pecially important tha t the expenditures be recorded as of the period to 
which they relate and th a t all obligations thus incurred be taken into 
account in tha t period.
W ith respect to revenues, a conservative method must be followed, 
and I will have to say th a t I think there is a good deal of safety repre­
sented in a  cash basis of accounting for revenues, even though the ac­
crual basis is used for expenditures.
M r . N e l s o n  : Your statement is perfectly clear. T hat is, then, con­
sistent with your book, is it not? I thought perhaps—
M r . A n d r e w s : Y ou  d id n ’t  e x p e c t  to  c a tch  h im  in  a  l i t t le  tra p  lik e  
th a t , d id  y o u ?
M r . N e l s o n : I stru g g led  th ro u g h  th a t  b o o k  w ith  a  g ro u p  o f  ou r  m en  
so  I a m  fa m iliar  w ith  it .  I th o u g h t  p erh a p s y o u  m e a n t th e  accru a l 
m eth o d  a p p lied  in  b u sin ess, u n d er  w h ich , for  ex a m p le , p rep a id  in su r­
a n ce  p rem iu m s are carried  forw ard  to  th e  n e x t  p eriod .
M r . M o r e y : I am glad you brought tha t out, because I do not mean 
th a t and every time I have a chance, I say so. I t  seems to me tha t items 
which are important in the determination of profit and loss, such as 
the accurate allocation of accrued and deferred items to specific fiscal 
periods, are of much less significance here. Take, for example, the item 
of insurance premiums. I t is rather customary for premiums to be paid 
for a period of, say, three or five years. T hat premium has to be paid in 
cash a t the beginning of the policy. T hat means the money must be
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raised; the city must have revenues sufficient to cover tha t full amount 
of premium a t tha t time. The item, therefore, is an expenditure of 
revenue in tha t period and, in my judgment, should be so entered.
You say—well, th a t will provide for a poor allocation of costs and 
will distort the expenditures of succeeding periods. To a certain extent 
that is true, and yet there is a very practical method of overcoming that 
—divide up the insurance in such a way th a t an approximately equal 
amount will mature each fiscal year and the annual expenditure will be 
approximately the same. In th a t way, the difficulty or objection, if you 
want to put it from a standpoint of theoretical costing, would be met in 
a practical manner.
The same thing is true of these things tha t fall due within a succeed­
ing fiscal year but have accrued, in part, to the end of the period. It 
seems to me th a t it would be most practical, to take account of those 
things, such as interest on bonds payable or interest receivable on in­
vestments or securities, in the period in which they become due and the 
amount entered as income or expenditure within tha t period, rather 
than attem pt to allocate the items either as to revenue or expenditure 
specifically on the accrual basis to individual periods.
T r e a t m e n t  o f  In t e r e s t
M r . G e o r g e  D. B a il e y  (Detroit): Do you advocate putting in­
terest on a cash basis, even when it becomes due immediately after the 
beginning of the fiscal year?
M r . M o r e y  : Now you have brought up a point th a t is of a very prac­
tical nature. The important factor there is the year in which the ap­
propriation is made and, therefore, in which the revenue is raised. It 
seems to me th a t th a t is the relationship th a t ought to be maintained.
M r . B a i l e y : W e ll, p erh a p s th a t  is  tru e , b u t  i t  is  a n  e v e n  m o re  p rac­
t ic a l o n e  b ec a u se  in  g e t t in g  o u t  a  rep ort a t  th e  c lo se  o f  th e  fisca l yea r , 
w h e n  y o u r  n ew  ta x  le v y  is  n o t  in  th ere  is  n o  m o n e y  a v a ila b le  to  p a y  th e  
in te r e s t  th a t  is  im m e d ia te ly  d u e  u n less  i t  h a s  b een  p r e v io u s ly  p ro v id ed .
I t seems to me if it is true of interest, it  is equally true of immediate 
payroll. There is a practical problem there th a t we will have a little 
difficulty solving on an accrual basis.
M r . M o r e y : Well, you see, you have taken a practical illustration 
tha t is considerably different from an interest payment th a t falls due, 
say, three months, on a semiannual basis, after the end of the fiscal 
period.
M r . B a i l e y : I t  happens to be one in which there is quite a little con­
troversy in Detroit a t the moment; the interest payment set the be­
ginning of the fiscal year running into something in the millions.
M r . M o r e y  : I t  seems to me tha t the ideal thing, if it were possible to 
work it out, would be to have the revenue for this payment tha t is due 
on, say, July 1st, raised in the fiscal year preceding July 1st. Then your 
funds are certain to be available because, as you say, when the first 
day of the year comes around, the revenues for that year probably 
cannot have been raised immediately.
M r . B a i l e y : W ell, o f  cou rse , th e  m a n a g e m e n t is  p ro b a b ly  g o in g  to  
fa ce  th e  b eg in n in g  o f  th e  y ea r  w ith  th e  e x p e c ta t io n  o f  borrow in g  to  m e e t  
th a t  s itu a tio n ; b u t  if  y o u  d o  n o t care  for y o u r  in te r e st, y o u  h a v e  a
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sizable cash balance with which your municipality closes the year and it 
looks as if it had a splendid operation, when it has been quite the con­
trary. So much for that.
S in k in g  F u n d s
M ay I ask another question of you, Mr. Ellis? You rather discarded 
depreciation, as I understood, on your municipally owned utilities in 
favor of the sinking-fund method. Do you think, from your experience, 
th a t is much better? We in Detroit have had such wide fluctuations of 
sinking-fund requirements th a t we have had tremendous disputes as to 
whether it is not better to provide a reasonable depreciation approxi­
mating your sinking fund, but getting some consistency and continuity 
in the charge. As a result of all those discussions, it  rather seemed to me 
tha t the best policy might eventually turn out to be a depreciation 
policy approximating your sinking fund but on the regular basis.
C h a ir m a n  E l l is  : I should have no objection to that. The only point 
tha t I wanted to make is th a t I think it is entirely improper to charge 
the taxpayers or customers of a given period with both. The sinking 
fund, of course, is something th a t you are faced with. But under a 
policy in which the sinking fund and the depreciation are practically 
on the same basis, I have no objection to charging for both. For utility 
rate-making purposes the laws of the utility commission within each 
state are controlling, and you would have to make an adjustment on 
your statements.
The only point th a t I am stressing is th a t you have no right to build, 
two plants in one period and make the taxpayers in th a t particular 
period pay for two plants.
M r. B a i l e y : I quite agree on that but it raises another question: Do 
the sinking funds, spread pro rata, usually retire the bond issue more 
quickly than the property will deteriorate?
C h a ir m a n  E l l i s : Y ou h a v e  y o u r  o rd in a ry  r ep la ce m en ts , a lth o u g h  
u n d er  th a t  p la n , a n y  rep la ce m en ts  are  ch arged  to  th e  p er io d  in  w h ich  
th e y  are  in curred .
M r . B a i l e y : Of course, tha t is the only way you can do it, bu t you 
will find tha t even with the use of the sinking-fund method, you penal­
ize the taxpayer today with a purchase of something for a succeeding 
generation. I frankly do not object to that, as long as it  is not carried 
too far but I wondered what your reaction was?
C h a ir m a n  E l l i s : I think we must come to more of a  “ pay as you 
go” basis and there is a great deal of study of this being made by the 
finance officers themselves. I have attended some of their group meet­
ings and spoken to them and listened in on their program. The new 
president of the Municipal Finance Officers Association is a  finance 
officer in St. Louis, Missouri. He has made a particular study of this 
whole question of indebtedness and debt-service expenses, and finds 
there is a very definite trend a t least in thinking, and some in practice, 
of paying as you go and providing for the funds before the expenditure 
is actually made.
There is a new Kansas law which has a provision of that kind. The 
right is given under the law to tax a certain number of mills against the
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assessed valuation each year, to provide funds for capital expendi­
tures. This system eliminates all the heavy debt-service expense. Of 
course, current revenues are absolutely on a cash basis. In Kansas now, 
under the new law, the cash must be absolutely on hand before any 
official can even obligate the governmental unit.
M r . B a i l e y : Of course, we all ought to favor that.
C h a ir m a n  E l l i s : I believe Mr. Andrews has some thoughts on this 
m atter of accrual.
S u r p l u s
M r . A n d r e w s : I will be very brief. You asked what to do about in­
terest tha t came due the day after the year ended. I think you covered it 
before you got through, but there are three ways, of course, in which it 
can be done. You can either accrue it, provide for it  in the budget for 
the year in which it is actually accruing so th a t the money will be there 
the next year, or you can build up a surplus th a t will take care of it, 
which is a thing th a t we recommend in Virginia and which we all have 
done.
M r . B a i l e y : Carry over the surplus of cash and let it fall in the year 
in which it comes due?
M r . A n d r e w s : Well, build up a surplus and try  to keep it.
The third thing is to borrow the money, as you suggested might be 
done. You mentioned one thing in connection with that, though, that 
rather indicated a fear of a large cash balance.
M r . A n d r e w s  : There is the age-old notion tha t we have always had 
to fight—looking a t the cash balance as what there is to be spent, 
rather than as available surplus.
We have had a great deal of trouble with that. We have tried to  get 
the public officials, particularly a t home, to forget about cash. I t  does 
not m atter how much cash you have in the bank. If you have no 
available surplus, you have nothing to spend.
I would like to comment very briefly on a m atter tha t Professor 
Morey mentioned, namely, the cash basis of revenue and the accrual 
basis of expenditures. We found th a t to be absolutely necessary in 
Virginia in order to pull some of the counties out of financial difficul­
ties. I t  is now a statutory requirement, with the result th a t we are 
paying off a million dollars a year. In 1932, the debt of all the counties 
in the state was 120 million dollars. This year, it is 23 million dollars 
and it has come down purely as a result of tha t policy.
I t  might be well to remember tha t what might be surplus on an 
accural basis is not surplus for budget purposes; th a t is to say, you 
might set up your taxes receivable as the difference between the levy 
and the amount th a t will remain uncollected. You do not necessarily 
expect to collect all of taxes receivable during any particular time; and 
the surplus is not measured by th a t credit, but rather by the credit 
th a t you set up in your budget for what you expect to collect during 
th a t year. In other words, it boils down to a question of separating your 
realized and unrealized surplus. Your realized surplus, of course, ought 
to approximate your budget.
C h a ir m a n  E l l i s : Y ou  will find in the publications of the National
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Committee that we make that recommendation. Of course, you might 
have an appropriated surplus when the cash is collected one year and 
due the following year. We always set up the revenues on an accrual 
basis. We break it down to tha t available within the current year and 
tha t available beyond, because you may have taxes which you know 
are not going to be collected beyond that period. T hat is the reason 
why, where you use the two different balance-sheets for the capital 
fund and the other accounts, the surplus should be segregated so that 
you have separate funds to meet the obligations.
In v e n t o r y
The thing tha t we are very definitely developing—I hoped th a t Mr. 
Morey might have mentioned tha t—is the m atter of an inventory. I t  is 
far more important to keep an inventory of these capital assets than it 
is to attem pt to try  to evaluate them on the basis of the wear and tear 
tha t occurs.
We are running into some very interesting and sometimes rather 
tragic instances of where the capital assets, built up over a great many 
years, are not on hand when a real inventory is taken, and oftentimes 
they are worn out. One official of a very large city told us tha t he found 
tha t in the capital-asset accounts included all the horses and wagons 
th a t they had used fifty years ago, although the horse equipment had 
long since given way to motorized service. There were other instances 
where they listed twenty-five to fifty automobiles and couldn’t  find 
one of them with a search warrant. There also were typewriters and 
other portable equipment missing.
I think the committee is going to undertake a study and publish a 
pamphlet on this m atter of an annual inventory. From a practical 
administrative point of view it is far more important than to try  to 
evaluate depreciation, because it is not a spendable asset th a t has any­
thing to do with the production of revenue for the city, and in prac­
tically every case there is not even any relationship between the bond 
issue and these capital assets.
M r . W o l l b e r g : I am a little confused as to whether or not the three 
speakers—Mr. Morey, Mr. Andrews and Mr. Welcker—are in agree­
ment.
Mr. Andrews told us th a t he did not believe in different balance- 
sheets for the different funds. Mr. Morey told us th a t each fund should 
be separate. The gentleman from Pennsylvania does not believe in the 
funded balance-sheet. Mr. Morey said tha t it is not necessary to have 
the budget records in a separate set of books, but rather in the same set 
of books.
C h a ir m a n  E l l is  : You have, with regard to the budget, all the same 
accounts, instead of having a separare set of accounts to which you 
credit appropriations and debit charges. We are recommending very 
emphatically the importance of encumbering your fund as soon as an 
obligation is incurred, resulting in something very much like a per­
petual inventory. When the order is given for the expenditure or the 
obligation incurred, an encumbrance is set up; then as the bill comes 
through and is approved the encumbrance is credited and the expend­
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iture is charged. The appropriation and all adjustments tha t are legally 
made during the year are provided for in the ledger form. The unex­
pended balance takes into account those expenditures actually in­
curred and the encumberances made in relation to the appropriation. 
When requisitions come through from the various departments, you 
can immediately see whether you have any unappropriated funds.
S e p a r a t io n  o f  F u n d s
I think the three speakers are in agreement, in principle, on the m at­
ter of the separate funds for capital assets. In the committee, we 
recommend separate, distinct balance-sheets, and I think as an educa­
tional proposition, it is wise to take tha t extreme position. I t  is one of 
the hardest things in the world to get the type of public official with 
whom we too often have to deal to keep his funds separated, unless you 
make him realize th a t they are almost separate, distinct sets of books 
and separate, distinct businesses. They will merge these surpluses and 
show a surplus when, as a m atter of fact, they have a real deficit.
The National Committee is trying to make it clear in the terminology 
th a t surplus means there are some spendable assets on the other side 
of the balance-sheet. I think we can accomplish that, and if we can, we 
shall have made a great contribution.
I like the way we set it up in publications of the committee. We do 
not call it a reserve nor do we call it a surplus; we merely show on the 
opposite side of the balance-sheet, the sources of the money th a t was 
used to build these particular assets or to purchase them. Then, we 
show on a separate balance-sheet the bonds payable and the sources of 
the revenue from which the bond will be paid.
If I have not interpreted this correctly, I would like to have some of 
these men show where their point of view is different.
M r . A n d r e w s : In the first place, let me say th a t I am heartily in 
accord and subscribe 100 per cent. to the findings of the National 
Committee. W hat I said was not in criticism of or disagreement with 
the National Committee. All I am interested in is th a t we need greater 
simplification in the set-up itself. In the illustration I gave, th a t par­
ticular unit could operate just as well with five funds as with fifty. I 
only intended to criticize the number of funds maintained, without 
reference to the manner in which they should be accounted for and 
reported.
I th in k  if  a n y  o n e  is  a  s t ick ler  for  sep a ra tin g  fu n d s , i t  is  I . I d o  n o t  
th in k  th a t  fu n d s sh o u ld  b e  c o n so lid a te d ; th a t  is , tw o  fu n d s th a t  h a v e  
d is t in c t  fu n c t io n s  th a t  are in  th e m se lv e s  d is t in c t  e n t it ie s , are e n tit le d  
to  se p a r a te  rep o rtin g  a n d  a c co u n tin g  tr e a tm e n t. T h e y  sh o u ld  b e  sh ow n  
in  th e  m a n n er  reco m m en d ed  b y  th e  N a tio n a l C o m m itte e , in  co lu m n a r  
form  so  t h a t  e a ch  fu n d  s ta n d s  o u t  b y  itse lf .
M r. B a i l e y : Your objection is merely to presentation, is tha t it?
M r . A n d r e w s : M y  o b je c t io n  is  to  p re se n ta tio n . I a d m it  so m e  o f  m y  
o b je c t io n  a r ises  from  le g is la t iv e  a c tio n  w h ich  m u s t  b e  corrected  b y  
le g is la t iv e  a c tio n .
M r. W e l c k e r : W hat I said about Philadelphia does not conflict in 
one iota with what Professor Morey has said. W hat they did in Phila­
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delphia provides for a separate balance-sheet under the general fund 
which takes care of the appropriation balances of tha t particular fund.
I t  is not necessary, as Professor Morey pointed out very clearly, to have 
tha t separation of the general fund into two balance-sheets. I think 
th a t was made very clear. In New Jersey, under the system of accounts 
which is mandatory by law, there is no separation of general funds at 
all. I t  is a very simple, very practical system. The controlling accounts 
for the budget are opened up along with the general fund and they are 
controlled in the general fund balance-sheet. At the end of the year, the 
accounts are closed into surplus, and there is no need for any separation 
of those accounts as long as there is a general fund.
I am in thorough sympathy with the work of the National Committee 
and I am a member of the American Institute of Accountant’s com­
mittee on local government accounting.
M r . M o r e y : You know, gentlemen, I think this can be summarized 
very briefly, and perhaps it should be done.
First of all, I think most of us feel—certainly Mr. Andrews and I do 
—that we have too many funds. But to whatever extent we have 
different funds, we must account for them individually and separately, 
each with a distinct, separate balance-sheet. In the balance-sheet of 
each fund, there should be included the accounts necessary for budg­
etary control, rather than having two balance-sheets for each fund, 
one of which would deal only with the actual assets, liabilities, reve­
nues, expenditures, and the other only with the budget set-up. There 
should be a consolidation of those two.
Then, capital assets and obligations should be separated from the 
current assets and obligations and surplus, so th a t the amount avail­
able for expenditure, and therefore represented by expendable assets, 
will be set out clearly and distinctly from the amount tha t is represented 
by investment in fixed assets.
T hat may be accomplished in one or two ways, either as a com­
pletely separate statement of capital assets of the nature of a separate 
balance-sheet, which is what the National Committee recommends, or 
as Mr. Andrews has suggested, as a section of the general fund or what­
ever fund the fixed assets may belong to, such as the school fund or the 
highway fund, provided also tha t there be a separately balanced sec­
tion in which the equity represented by those fixed assets would be 
distinctly separated from the current or expendable surplus.
C h a ir m a n  E l l i s : I am very glad to have tha t point cleared up 
because I think it is important. I believe very strongly in simplifying 
and reducing the number of funds but my own feeling is that we are 
going to have more funds rather than less. A definite movement is on 
foot now to place more and more tax limitations upon city and other 
local governments. Such a step gives rise to many special funds, cre­
ated as local governments go to the legislature and obtain authoriza­
tion for additional taxes for specific purposes. Nevertheless, as far 
as we can, through legislation, we should reduce the number of funds.
We have a few more minutes. I wish we had a whole day because I 
think we are just beginning the discussion. Perhaps we have time for 
another question.
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M r . C l if f o r d  S. B r is o n  (Washington, D. C . ) : Does this committee 
deal a t all with Federal accounting? The name would indicate that it 
was a very comprehensive committee.
F e d e r a l  A c c o u n t in g
M r . A n d r e w s : Is th ere  a n y  F ed era l a cco u n tin g ?
M r . B r i s o n : I hope this committee may be able to give the 
Federal Government, if and when asked, some very valuable advice 
on how to render a clear statement of the nation’s finances, which is 
lamentably absent now and has been in every administration.
M r . A n d r e w s  : We can show them how, if they will only do it.
C h a ir m a n  E l l i s : The committee of the American Institute does 
Cover a wide field. I t  is a committee on governmental accounting. 
The National Committee is one on municipal accounting and that 
means practically from the county government down. I think prob­
ably there will be some attem pt somewhere, within either this commit­
tee or some other, to undertake state accounting and on up to the 
Federal. I t  might be well for this committee of the American Institute 
to give some thought to the m atter of Federal Government accounting.
I might add th a t during this last year, a special committee, of which 
I happen to be a member, has been studying the proposals for the 
reorganization of the executive branch of the Federal Government. 
We filed a report with the council of the Institute saying that, if and 
when public hearings are held, our committee would like to be heard, 
and perhaps present a report of our findings in writing.
So, from that angle, we are attempting to do something. There is no 
reason why the American Institute committee could not get into the 
subject of Federal accounting, and we should be glad to have sug­
gestions to take under consideration.
M r . B r i s o n : One suggestion I should like to make is th a t you go 
out hot and heavy for the office of the auditor general and also th a t of 
director of the budget. Why shouldn’t  qualified accountants have 
those jobs rather than small town lawyers or politicians?
C h a ir m a n  E l l i s : At this time, the whole subject is unsettled, for 
we do not know what they are going to do with this report.
Our committee or the National Committee, of course, will have in 
mind the proper qualifications for governmental accounting posts. 
Much will depend upon whether the old comptroller-general plan, 
which was more of a legalistic proposition, is to continue, or whether 
the auditor-general plan, which would mean a real accountant’s 
job, will be adopted. In the new plan, I might say there is a pro­
vision for a definite reporting to Congress. Under the former plan, 
there was a very bad and weak link. The comptroller had all the authority 
under heaven and was responsible to nobody. Under the proposed 
plan, there would be a joint standing committee of Congress, which 
would sit practically all the time, even in off-session periods, to receive 
reports from the auditor-general. The proposal is made tha t the mem­
bers of such a committee of Congress be relieved of as many other 
major activities as possible, for the joint standing committee would be 
practically a continuous job.
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There is a real job there for a really qualified accountant but, of 
course, there is the political phase to deal with.
M r . S p r in g e r : Let me give this one illustration of why things cannot 
be done even though they are very simple.
There is a bill in Congress now the purpose of which is to require the 
Federal Government, in connection with any work which it did of a 
business character, to indicate, along with the cost th a t it actually 
incurred, those items of cost which a private contractor would have had. 
I t  was intended simply to show whether or not, if the Government 
did a piece of work for $10,000 which a private contractor had offered 
to do for $12,000, the Government was actually making $2,000.
They had hearings in the House and in the Senate, but the bill has 
made no progress.
C h a ir m a n  E l l is  : I think the thing goes back to what we said earlier, 
th a t the accounting profession has to give more leadership to the whole 
m atter of government—local, state and Federal. The more we assume 
leadership, perhaps, the sooner we shall be able to accomplish some of 
these things th a t are now so difficult.
M r. C. L. K e l l y  (Oregon): I should like to ask a question. We have 
a very splendid auditing department under the secretary of state in 
Oregon. The staff is composed almost entirely of certified men or men 
who have passed the examination.
In our work—I am not in  th a t department but I am working with 
them—we find th a t there is necessary a revision of the state laws. 
As an example—the treasurer of a county has to keep one set of books 
and the clerk has to keep another se t; those two sets of books are very 
similar, the same information being recorded. Therefore we have been 
wondering if there is any model law providing for a civil service 
examination of applicants for positions on the auditing staff.
C h a ir m a n  E l l i s : The National Committee on Municipal Account­
ing is gathering information regarding the very fine constructive work 
that has been going on throughout the country, and if you will get in 
touch with the executive director of the committee, who is also the 
executive director of the Municipal Finance Officers Association, he 
can give you considerable help. I am afraid we are so very far past 
our time now that we must bring this meeting to a conclusion.
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Practice Problems of Accountants in 
Connection with Registration Statements
A Round Table
Th e  m eeting convened a t  10:15 A. M . on O ctober 20th  a t  th e  W aldorf-A storia, N ew  Y ork, w ith  M r. H om er N . Sweet, of 
Boston, presiding.
C h a ir m a n  S w e e t : We are here in this session to have an informal 
discussion on the subject of “ Practice problems of accountants in con­
nection with registration statements.” An outline of the subject topics 
which we may discuss has been handed to each one.
The purpose is not so much to discuss the specific requirements of 
the Securities and Exchange Commission in the instruction books. 
You will notice th a t a number of the topics have to do with the ques­
tion of what information shall be reported in order tha t the other parts 
of the statements may not be misleading.
Of course, there are extremes to be avoided. One extreme would be 
reporting so much information as part of the financial statements, or in 
notes thereto, as to encumber the financial statements as a whole with 
altogether too much information, and the result would be to make the 
statements confusing rather than enlightening to investors. The other 
extreme would be giving so little information in the financial statements 
that the registrant might be chargeable with having omitted something 
of vital concern to investors. We shall see if there is a middle ground 
which would avoid those two extremes.
C h a n g e s  i n  R e g is t r a n t ’s  B u s in e s s
The first topic suggested in the outline is “ Changes in registrant’s 
business, which may materially affect future sales or operating costs.” 
Is there any one who has any ideas to propose on tha t topic?
M r. W il l ia m  H. B e l l  (New York): Well, I suppose tha t we all 
understand tha t profit-and-loss statements, as presented in registration 
statements, are necessarily historical rather than a definite indication of 
what the profits, sales and results of operations generally are going to 
be for the future; but, of course, they are presented in the prospectus as 
practically the only information tha t the prospective investor has 
regarding the operations and, therefore,—I am speaking of the regis­
tration statements under the securities act of ’33 now—we can’t 
utterly disregard the effect of anything tha t may have happened or is 
likely to happen which affects the future.
In the case of a consolidated statement, if there is any change in the 
make-up of the group of companies during the period, such as one 
company’s dropping out or another company’s being taken in, i.e., 
included for only part of the period, it seems to me obvious that some
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information must be given as to the effect upon the statement as a 
whole of such dropping out or inclusion of a company. We frequently 
encounter that situation in cases of large groups of companies.
C h a n g e s  A f f e c t in g  F u t u r e  O p e r a t io n s
Of course, I think we must be very careful as accountants about say­
ing anything relating to the operating aspects of the business, unless it 
is quite pronounced. There might conceivably be a situation where the 
company is manufacturing and selling specialties protected by patents, 
and those patents are about to expire, or some competing device has 
been invented which is already encroaching upon the business of the 
registrant.
Or we may know, for example, that the product during the period 
has developed to be defective and that there are indications that there 
will be large returns. In connection with registration statements, we 
have always felt it necessary to bring out such a situation as that.
There may be questions of the effect of legislation upon the profit- 
and-loss statement of the company. The thing that occurs to me a t the 
moment is the Robinson-Patman act which, especially in the case of 
chain stores, might have a definitely adverse effect upon the operations 
in the future if quantity discounts on purchases, which have been re­
ceived, were to be discontinued. If, on the other hand, it is a company 
tha t has been giving discounts and which may be cited and get a cease- 
and-desist order from the Federal Trade Commission, the result might 
be quite a difference in its business. I think we have got to be extremely 
careful in saying anything in footnotes to statements regarding the 
possible effect of such legislation. We mustn’t  do our clients an injury, 
and it is very easy to do so.
I know of one case recently where accountants became so excited 
about the possible effects of the Robinson-Patman act upon a chain 
store’s business tha t they carefully took out all the discounts and ad­
vertising allowances in the expense accounts and in the cost of goods 
sold, and set them up separately and made such a footnote th a t it was 
a scarehead and scared off the bankers entirely. They abandoned the 
project, and I think injustice was done in th a t case.
I notice tha t Mr. Sweet in his outline of topics has one respecting 
seasonal aspects of business, so I won’t  discuss that. Mr. Chairman, 
that is all I have in mind.
C h a ir m a n  S w e e t : Does any one else have any thoughts on this 
topic No. 1 ?
M r. B e l l : There is another thing th a t just occurred to me, Mr. 
Sweet, tha t we ought to consider—the effect of forward contracts, 
whether a company is committed under purchase contracts when the 
replacement cost itself has declined, or possibly under sales contracts 
when it sells a t a lower price than competitors can sell for. I t  may be 
very important, in connection with this question of registration state­
ments, whether a company is tied up to long contracts, especially 
adversely.
M r. M. P. R o s e n t h a l e r  (Detroit): I have one question to ask. 
In cases of registration statements, where the manufacturer is supply­
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ing perhaps 20 or 25 per cent. of his entire production to one chain 
group, the question has been raised with me as to whether it is impor­
tan t or unimportant—generally felt by the attorneys to be important— 
to disclose the fact tha t there is one large source of demand which 
may or may not disappear.
As against that, we always have the problem of objections to pub­
lishing the annual sales, which might automatically show in the state­
ment what is going to this particular outlet. I wondered if anybody has 
had any actual experience with the commission which would indicate 
where the line will be drawn. W hat is a serious amount?
S a l e s  P r o sp e c t s
C h a ir m a n  S w e e t : I think tha t is a  very important question. Of 
course, the question could arise, not merely because there is one cus­
tomer who has been taking 20 per cent. of the output, but because cer­
tain of the lines of products, which may in the past have been sold to a 
number of customers, may be of such a nature tha t their future sales 
possibilities are somewhat dubious.
Does any one have the solution to the question tha t has just been 
raised? 
Personally, I wouldn’t  think that necessarily, because 20 per cent. 
of the output has gone to one customer, any mention had to be made 
of that. I think there are other circumstances to be considered, namely, 
the whole relationship between the registrant and the customer.
M r . R o s e n t h a l e r : T hat only applies, of course, in a highly com­
petitive field where business is taken each year for a particular output 
and it might make a material difference upon future operations; if a 
company loses that particular output—unless, of course, in the ordi­
nary course of events substitution was made.
C h a ir m a n  S w e e t : Well, is it a specialized product, or is it  a product 
that would be salable to other customers?
M r . R o s e n t h a l e r : For example, you could take the garment indus­
try, with the substantial proportion of the garment sales to organiza­
tions such as the Penney Company. Concerns in the industry depend to 
a great extent upon the demands of buyers for tha t particular group. 
Where you have your larger chains picking up a substantial amount of 
their demand from certain sources of supply, an outlet lost is difficult to 
replace.
C h a ir m a n  S w e e t : Does any one have a thought on the question 
that has just been raised?
M r . E d g e r t o n  H a z a r d  (New Y ork): There are some indirect exam­
ples of what might happen to the prosperous company under those 
circumstances. A client of ours was in just exactly th a t position, having 
about three-quarters of its business among big chain stores. I t  was mak­
ing a tremendous amount of money, doing a nice business, when sud­
denly the contract was lost. The firm was bankrupt in about three 
months after they had lost their one customer or, rather, their one big 
customer.
I think that, if there had been a registration statement in this case, 
the possibility of such a development would have been very important—
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it practically ruined a very prosperous business and put it in bank­
ruptcy in almost no time.
C h a ir m a n  S w e e t : Did you say that three-fourths, in your example, 
of the sales were to a single customer?
M r . H a z a r d : To a single organization.
C h a ir m a n  S w e e t : I th in k  th a t  is  q u ite  d ifferen t from  th e  20 p er  c e n t . 
ca se .
R e s p o n s ib il it y  o f  A u d it o r
M r . B e l l : Mr. Sweet, I would like to raise a point. I think there are 
a lot of things that may affect adversely or favorably the prospects of a 
company that are the primary concern of the registrant and its attor­
neys, tha t the accountants don’t  need to worry about so much.
I think that the accountants should concern themselves in a general 
way. I think they fall short of their duty to their clients if they don’t  
advise them, perhaps, on some of these things, bu t we are not so much 
concerned from the standpoint of liability or responsibility, I think, 
unless it directly affects the historical aspect of the business.
C h a ir m a n  S w e e t : In this case where 75 per cent. of sales are to a  
single customer, I assume that the information would be reported in the 
history of the registrant’s business in the registration statem ent and 
in the prospectus; so the question is whether similar information ought 
to be reported also as a part of the profit-and-loss statement, either by 
segregation of sales in the body of the statement or by an explanatory 
footnote.
W hat do you think should be the accountant’s attitude, Mr. Bell, 
in this case of the 75 per cent. sales to a single customer?
M r . B e l l : W ell, in  an  ex a g g era ted  c a se  lik e  th a t , I sh ou ld  fe e l h a p ­
p ier  if  th ere  w ere  so m e th in g  sa id  a b o u t i t  a s  a  fo o tn o te  in  th e  profit-  
a n d -lo ss  s ta te m e n t .
C h a ir m a n  S w e e t : S o should I. But what about the 20 per cent. case?
M r . B e l l : I w o u ld n ’t  g o  th a t  far, I th in k .
C h a ir m a n  S w e e t : That is my feeling. I wouldn’t  think necessarily 
that, because 20 per cent. of sales are to a single customer, it has to be 
reported, unless it has already become probable tha t tha t source of in­
come is likely to be cut off.
M r . F r a n k  E. S e id m a n  (Grand Rapids): Mr. Chairman, I am 
wondering to what extent the accountant is justified in going into 
matters of the kind tha t Mr. Bell has mentioned in so far as future 
prospects of earnings are concerned. Aren’t  we opening up a field tha t 
leads to almost immeasurable possibilities?
For instance, suppose there were a drastic change in manufacturing 
methods in a given industry. As soon as we assume responsibility in 
one form or another for pointing out possible drastic future changes in 
the earning power of the company, without pointing out other things 
which may be just as drastic but which may not come to the knowledge 
of the accountant, aren’t  we getting into the situation of being a 
prognosticating body and not a fact-finding and reporting body?
M r . A n s o n  H e r r ic k  (San Francisco): Mr. Sweet, in the 20  per cent. 
case, would it not depend upon whether the nature of the business was
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such that an elimination of 20 per cent. of the gross would have a more 
important effect upon the net? In many businesses a reduction of 20 
per cent. of the gross might be controlled through cost of expenses, 
with the consequence that the net would be reduced only by 20 per 
cent.; whereas in other cases, there might be a difficulty of control, with 
the result tha t a decline of 20 per cent. would wipe out the net.
Now, the existence of those circumstances should be within the 
knowledge of the accountant, and it seems to me that, even where as 
little as 20 per cent. goes to one customer, if there was any possibility of 
a loss of tha t business, combined with a control situation which might 
result in a loss to net, that should be considered a very material factor.
C h a ir m a n  S w e e t : I didn’t  understand that Mr. Bell was advocat­
ing that any prognostications affecting future earning possibilities 
should be reported in the financial statements, but I suppose that your 
point, sir, is that, in going as far as Mr. Bell did propose, you would be 
afraid of the implications of that policy and of the chance of encroaching 
upon representations that are pretty close to forecasting the future.
Mr. S e i d m a n : Exactly.
F in a n c ia l  S t a t e m e n t s  T h o s e  o f  C l ie n t
Mr. Bell: In the first place, the financial statements are the repre­
sentations of the registrant and not of the accountant, and I don’t think 
the accountant is necessarily assuming any responsibility for, let us say, 
a partial statement of one factor which may possibly affect the future 
adversely, by reason of a footnote that such and such is the case, so that 
the prospective investor can bear it in mind.
We all think th a t the registrant ought to lean over backward in 
presenting anything tha t might reasonably come up and then be held 
against him as not having been told to the prospective investor. I don’t 
think there is any question of the accountant’s responsibility in this 
except for things that affect the financial condition a t the date of the 
balance-sheet which may develop later, up to the date of the effective 
date of the registration, and come to the notice of the accountant, or 
things affecting the profit-and-loss statement existing a t the time, 
which anybody ought to know about in judging the profit-and-loss 
statement.
These are no new principles a t all. We have all recognized them 
within the last thirty  years. I don’t  think there is any question of 
accounting responsibility, Mr. Seidman.
M r. S e i d m a n : Mr. Chairman, I didn’t  raise the question from the 
point of view of saving our hides. I raised it from the point of view of 
where the accountant’s responsibility starts and stops. I feel that when 
an accountant attem pts to analyze a statement, not from the point of 
view of the history of the company and its earnings, but from the point 
of view of tha t history in so far as it may relate to future earnings, he 
enters a field which goes beyond accounting.
C h a ir m a n  S w e e t : Will some one help us to resolve this apparent 
difference of viewpoint?
Mr. S. J. Broad (New York): I agree with Mr. Bell that the ac­
countant is not a prognosticator. However, I think that the securities
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act and the way these statements have been used have encouraged 
investors to look upon a financial statement, and particularly earning 
statements, as an indication of what a company may do in the future. 
I don’t  think we ought to encourage tha t more than we have to, but I 
think we ought to acknowledge that the condition exists.
Now, in these matters that have been discussed, the 75 per cent, 
and the 20 per cent. cases, those are to my mind not prognostications; 
those are statements of fact as to the past. Let the investor make his 
own prognostications.
We show sales of a million dollars and we say nothing about it. Well, 
that is a nice business. But suppose we show sales of $750,000 to one 
customer and $250,000 to the rest of the world, and tha t is a very 
different business. That, however, is history; it is not the future. We let 
the investor make his own prognostications, if he wants to, and take 
tha t gamble if he wants to. But I think if we did not state the situation, 
we would be omitting a material factor tha t might make the statement 
misleading.
I think, in relation to the future, the accountant has to be very 
careful as to what he says. In the history of the business, usually written 
by the attorneys or by the engineers—not by the accountant—there 
is plenty of room to bring out any possibilities as to the future. If there 
is in the history of the past some indication as to dangerous possibilities 
for the future, we should state the facts, put them in red ink if you will, 
and let everybody see it. But I don’t  think we ought to deal with every 
possibility tha t may happen, and unless there is some relation to the 
past I do not think the accountant has th a t responsibility.
M r . S e i d m a n : I agree  w ith  th a t  s ta te m e n t  c o m p le te ly . I th in k  th a t  
a  seg reg a tio n  o f  sa le s  an d  o th er  fa c to rs o f  th e  p a s t , in d ica tin g  w h a t  th e  
co m p a n y  h a s a cco m p lish ed , is  a  m a ter ia l fa c to r ; b u t  w h en  i t  c o m e s  to  
p ro g n o stica tio n s , I th in k  th o se  are th in g s  o f  th e  fu tu re  a n d  n o t  in  th e  
p ro v in ce  o f  a cco u n ta n ts .
C h a ir m a n  S w e e t : A s I understood Mr. Bell, it was not his proposal 
to estimate what would be the effect on business of the Robinson-Pat­
man act or any other legislation; I understood him to say tha t the fact 
of the existence of the Robinson-Patman act would be a possible subject 
for a footnote, and any other legislation that might have an impact 
upon the business of the registrant.
S u r p l u s  A d ju s t m e n t s
Shall we consider the second topic? “ Should surplus adjustments 
related to prior year income or expense be included in the income 
statements reported in A-2 for any of those years?”
For example, suppose that 10-K has been filed under the exchange act 
for the year 1936 with surplus adjustments reported in tha t year which 
have to do with income and expense for the preceding year, 1935; and 
suppose that during 1937, perhaps I had better say 1938 now—sup­
pose during 1938 the company files an A-2 registration statement under 
the securities act. Should those surplus adjustments, which have been 
reported on 10-K in 1936, be allocated to the profit-and-loss statements 
for the years affected in the registration statement form A-2 ? Or should
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surplus for 1936 in A-2 be reported in the same manner as it was in 
10-K for the year 1936? W hat are your ideas on tha t question?
A m e n d m e n t  o f  P r io r  Y e a r s ’ S t a t e m e n t s
M r . W a l t e r  A. E d w a r d s , J r . (Norfolk): I do not believe that we 
should amend a prior year’s income accounts. Take, for example, a 
royalty amount paid in the subsequent year which applied to three or 
four years preceding. Now, if we should deduct the royalty, which 
could easily be computed, as applicable to each year, we would then 
reduce the net profit, of course, for each year; but perhaps tha t would 
not be the case if we were aware of a patent infringement, and per­
haps our sales price could have been increased during those years if 
we had been aware of this additional expense.
Then, too, perhaps during those years under the revenue act of 1936 
we may have had an undistributed-profits tax. This expense was in 
controversy, let us say, and was not deductible until the case had been 
finally settled. We would not have had an undistributed-profits tax 
if we had been accruing those expenses right along; yet we cannot take 
the undistributed-profits tax out of the years incurred under the revenue 
act, because we didn’t  have those deductions in computing the tax.
C h a ir m a n  S w e e t  : Was it evident, when the accounts were closed 
for the prior year, tha t the company was obligated for some expense in 
connection with the patents?
M r. E d w a r d s : N o , sir. One I have seen ran for several years before 
the m atter ever came up, and then it was a m atter of controversy 
which was carried to the Supreme Court.
C h a ir m a n  S w e e t : Well, if we assume that no obligation for expense 
had arisen in the preceding years, then I don’t  suppose that there 
would be any ground for prorating the payment later made for the 
prior year.
N e e d  f o r  C o m p a r a b l e  S t a t e m e n t s
M r. D a v id  H im m e l b l a u  (Chicago): Mr. Chairman, I think the 
statement made should be an exception rather than the rule. In other 
words, we all agree that it is absolutely fundamental that, if we are 
going to turn out three-year statements, we can’t  do that work unless 
we take all our surplus adjustments back to the year to which they 
belong. Otherwise, we have definitely failed to accomplish the first 
object of A-2, that is, to have a three-year statement that is comparable 
as between those years. I fail to see any merit to the idea that accounts 
once reported on 10-K become closed forever and should never be 
recast for a different purpose. You may have exceptional cases where 
you can’t  prorate, you can’t  adjust, but they are very few, so far as I 
have observed.
M r. H a z a r d : I think it depends somewhat on the manner in which 
surplus accounts are kept by the companies involved. I have seen some 
registration statements where the surplus account with its adjustments 
was practically a duplicate profit-and-loss statem ent for prior years; 
if you don’t  throw them back in a three-year statement, you have only 
a half-picture of the results as of those years.
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I have seen them almost two or three pages long, with adjustments 
of taxes and production cost and of everything under the sun; in that 
case the profit-and-loss statement is almost meaningless unless you go 
back to those surplus adjustments.
Where the surplus adjustments are small, if your current accountant 
makes a profit-and-loss statement, then there is no point to going 
back and throwing them in.
C h a r g e s  to  In c o m e  i n  C u r r e n t  Y e a r
M r . B e l l : I think that one answer to this is fundamental. Account­
ants as a rule countenance too much crediting and charging off of items 
directly to surplus which ought to go to income. We ought to make as 
good an effort as we can to determine a net income for every year, 
having regard to the various contingencies—set up reserves for them 
if you like—and not go wild with respect to the equalization of profits 
over a number of years or anything of that sort. If, however, we are 
faced with patent litigation, so that there is even a reasonable possi­
bility that we are going to have to pay additional royalties, let us pro­
vide for them out of income. If we have additional taxes for prior years, 
soak them into the income for this year, unless the thing is so enormous 
that it is definitely going to distort the income results—and that is sel­
dom going to happen. I like to see a surplus account that is clean and 
that has but one credit, net income, and charges for dividends.
If we adopt that policy, we can credit things to income which might 
seem to be a little extraneous to the ordinary operating income for the 
year, do it quite properly and have the current income for the year 
stand all these charges.
Now, I think that there are two arguments definitely on this ques­
tion of throwing back things that are credited and charged to income. 
As a rule, I agree with Mr. Himmelblau, but there are, I think, certain 
things that you can’t  dismiss lightly with respect to large corporations, 
particularly the objection to stating net income differently for two dif­
ferent purposes. W hatever you do, I think you have to say what you 
have done. If you have thrown back surplus adjustments from 1938 to 
’36 and ’35, and so forth, you have to say so; and if there are things in 
the surplus accounts charged in ’36 which, if they had come up, would 
have been recognized as charges in the ’34 income, I think you have to 
say so.
M r . H a z a r d : The new utilities commission rules have followed out 
Mr. Bell’s idea. The new classified accounts of public utilities just issued 
for next year have followed Mr. Bell’s theory, and they require that 
current year’s adjustments of prior years’ expense items are to be 
thrown into the current year’s expenses and revenues if they don’t  
materially distort the picture from year to year, which will probably 
have a clarifying effect upon some of the surplus accounts of utilities 
in this state.
M r . B r o a d : I think we might quote something even more authori­
tative than the public utility regulations; that is, our bulletin, Examina­
tion of Financial Statements by Independent Public Accountants, which
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is put out by the Institute and presumably has some authority as far as 
accountants are concerned. The same suggestion is made there.
C h a ir m a n  S w e e t : Was the suggestion that the items be taken up in 
the current year?
Mr. Broad: Yes, unless they are materially significant. But in the 
normal run of things, we know that we can’t close the books finally 
on a particular date. There are bound to be overlaps from one period to 
another.
C h a ir m a n  S w e e t : And if it would distort the showing of net income 
for the year materially, then the adjustments would go directly to sur­
plus?
M r . B r o a d : I was quoting the bulletin. That point is not covered 
there.
U s e  o f  E x p l a n a t o r y  N o t e s
C h a ir m a n  S w e e t : But I suppose under your proposal, Mr. Bell, 
that in any situation, if any single adjustment, or if the adjustments 
falling into one year taken together, had a substantial effect upon the 
net income, you would make explanatory notes?
Mr. B e ll:  By all means. I would say, if you decided not to make any 
retroactive adjustments—if you had to charge in ’36 what would, if it 
had been recognized at the time, have come up in ’34—and you decided 
that all things considered it is a good thing to leave it as a surplus 
charge, there should be in a note something to the effect that the net 
income for ’34 would be affected by a surplus charge of 1936 shown in 
schedule VII.
Of course, there is another objection to not throwing these things 
back. You have the surplus charge in ’38, which you know affects ’36, 
but you don’t  know what is coming up in ’40 or ’41 that is going to 
affect ’37 and ’35, and so forth. I think tha t you have to take every 
case on its merits, and not adopt any absolutely ironclad rule on these 
things.
M r. B r o a d : Mr. Sweet, I have sat a t Mr. Bell’s feet so long and have 
learned so much from him that I hesitate to disagree with him, but I 
would like to take issue with him on one point. He made a suggestion 
tha t if you had an item of surplus tha t should have been reflected in 
’34, a note should be made to that effect and indicating th a t after 
this adjustment had been made the result would be so and so. That 
doesn’t  seem right to me. When we put out a statement it is presumed 
to be right, but we put in a footnote and say it is wrong. Stating that 
an item is wrong doesn’t  make it right. I think we ought to correct it 
instead. If we want to, we can put in a reconciliation, when reporting 
something different from what has been reported before, but I think it 
is desirable to make the change and explain tha t it has been done.
M r. B e l l : Mind you, I stated as a generalization that I am in favor 
of throwing these things back, but I think there are cases where it is 
not desirable. If some things come up in ’36 that evidence carelessness, 
or anything but the most careful effort to determine net income in ’34, 
then by all means throw it back.
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But you know very well that there are things coming up in ’36, ’37 
and ’38 th a t could not possibly have been foreseen in ’34, and I think 
that in some of those cases it is a decided injustice to reduce the net in­
come for the year 1934 accordingly.
M r. H im m e l b l a u : There seems to me to be a question involved that 
relates to the point I was trying to bring out. I felt th a t with our hind­
sight we should recast the accounts, using the reconciliation statement 
to show what we have done. Otherwise, I fail to see how we are going to 
have a comparable statement. If we can get a comparable statement 
without it, I am interested.
M r . B r o a d : There was something in the regulations or the act, I 
don’t  recall where, but I believe it was in the regulation, regarding the 
accountant’s certificate that first came out, requiring that he state 
that he believed the statement to be true a t the date thereof. There is 
another clause somewhere about a statement being false or misleading 
in the light of the circumstances under which it is made. I would like 
to stress that, “ in the light of the circumstances under which it is 
made.”
Assume that in ’34 we didn’t  have certain information; we didn’t  
have that knowledge. In ’38 we do have the information, and “ a t the 
date thereof,” i.e., a t the date of our later report, I think we still require 
to believe the statement is true. Now, if we have the benefit of hind­
sight, I doubt whether it is harmful to admit there has been some mis­
take. I don’t  think the accountant is doing any harm to himself, or 
that the client is doing any harm to himself, if he makes a new presen­
tation with the benefit of hind-sight. We have found something new, 
we have corrected it, and here is what the correction amounts to.
M r. W o o d s  : I really want to emphasize what Mr. Himmelblau said. 
I want to emphasize that I think we must, where we are giving three- 
year income accounts, use our best judgment with all the knowledge 
we have up to the date of making those income accounts and statements 
and state them as clearly as we can.
C h a ir m a n  S w e e t : Mr. Himmelblau, may I ask you a question? 
Suppose the situation is that you made the best estimate you could a t 
the time when certifying the income for the year, but that later develop­
ments show that the amount is materially different. Now, suppose 
that to prorate tha t back would mean an adjustment in income tax and 
surtax, assuming the company still had the right to file amended re­
turns. Might that not also have affected the dividend declarations by 
the directors, had they had that later information a t the time? Do you 
place any limits on the policy of readjustment of the prior years?
M r. H im m e l b l a u : I t  seems to me that if we don’t go the whole route 
as you have outlined it, the A-2 statement is meaningless. In other 
words, if it is merely going to be a copy of the last three statements, 
why not say tha t is what it is?
Unfortunately, the A-2 statement is used for a certain purpose, 
whether we want to use it for that purpose or not. The people who get 
those statements actually do use them for the purpose of disclosing a 
trend. There is no way you can stop them from doing it.
Now, if we have information a t this date indicating that the last
PRACTICE PROBLEMS OF ACCOUNTANTS 3 2 3
three 10-K’s do not properly indicate the trend, we know that our state­
ments will be misused when we put them together in three copies. 
Under those circumstances, I fail to see that we can close our eyes to 
the situation and say that we should merely copy three 10-K’s.
I t goes back to what Mr. Bell said. For a long period of years, even 
before the registration statements, if we have had new information on 
depreciation experience or any other important factors, we restated 
them for the period under review in order to develop a set of earnings 
which would most clearly represent the actual results for those years, 
as we later knew the facts.
If the A-2 is to serve any major purpose and if we are really going to 
avoid some liability, I think we have the responsibility of seeing to it 
that, when the A-2 is signed, it covers all the information available up 
to that date.
I never did believe in surplus adjustments; I still don’t. I think 
they are the convenient device of many managements to prevent show­
ing the full facts.
T h e  R e s p o n s ib il it y  o f  M a n a g e m e n t
M r . G i b s o n : Assuming that these statements tha t we are discussing 
are, after all, the client’s representations and not the accountant’s, this 
occurs to me. Here we have a report to the stockholders put out by the 
president of the company and his directors. We have a form 10-K for the 
years ’34 and ’35, which is a sworn statement of the company’s officers. 
I t  seems to me tha t the company itself would have a very large part 
in the decision as to what an A-2 statement covering three years 
would disclose and the form of its disclosure, and I don’t  think it 
can be a m atter where the accountant has the full responsibility for a 
decision.
I t  seems to me that, a t most, it should be the result of a joint dis­
cussion. There may be very important reasons in the minds of company 
officers why it was inadvisable to have three different statements to 
be sworn to and submitted.
I was anxious to ask Mr. Himmelblau a few minutes ago if we would 
in all cases amend the outstanding 10-K’s for apportionments of sur­
plus entries to respective years.
There is just one more point. Isn’t  it true tha t we are placing more 
emphasis than is perhaps necessary on the difference between surplus 
charges and income charges? Several writers have laid down that bogey­
man.
An intelligent reader of a statement invariably looks a t income in 
the income statement with due regard to the accompanying surplus 
statement. I am saying an intelligent reader of a financial statement. 
The difficulty with putting out income statements with surplus charges, 
it seems to a number of us, is tha t the newspapers pick up a single 
figure regarded as income, forgetting any item which may be handled 
directly through surplus, either as a charge or a credit.
M r. C a r m a n  G . B l o u g h  (Securities and Exchange Commission): 
My opinion has been so strong on that score tha t we have been accept­
ing reconciliations filed as amendments to 10-K which reconciled, in the
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10-K reports, the differences between information originally filed in 
the 10-K and the information which has been filed in a subsequent A-2. 
M y own personal opinion is that that is the desirable thing.
Form 10-K is a running series of annual reports prepared in the best 
manner possible in the light of facts existing a t the time of the filing 
of the 10-K.
I also wish to express complete agreement, as far as my own personal 
reaction is concerned, with the sentiments expressed by Professor 
Himmelblau.
N e w  F orm  o f  S t a t e m e n t  P l a n n e d
With respect to Mr. Bell’s recommendation, I would like to tell him 
that it has borne fruit to the extent that there is a recommendation 
before the commission a t the present time—in the tentative draft of 
the amended form of statement—which gives surplus an equal place 
with the balance-sheet and profit-and-loss statement.
Now, we are not unmindful, however, of the fact that there is a 
very strong tendency—and probably a great deal of merit in that tend­
ency—in the direction of carrying all the adjustments through profit- 
and-loss statements. But even though you were carrying all adjust­
ments for prior years to the profit-and-loss statement for the year in 
which adjustments had been made, if those adjustments are significant, 
it seems to me that, in recasting the statements for A-2, there are very 
good reasons for throwing those adjustments back into the year to 
which they belong.
The investor, be he ever so intelligent, is not in nearly so good a 
position to allocate those charges and credits to surplus or to the 
income account of the year to which they belong, as is the accountant 
or the registrant, and it seems to me that the advisable thing is to put 
them in the year in which they belong in the light of knowledge that 
you have a t the time the statement is filed. Then the person who picks 
up the prospectus and for the first time familiarizes himself with the 
affairs of this company, has in consecutive order the statements of the 
three years prepared in the best light of the information available at 
the time those statements were prepared.
The fact tha t there may be adjustments in the future affecting the 
last year doesn’t  alter the fact that you have done the thing to the best 
of your ability now.
With respect to whether these are statements of the registrant or the 
accountant—unquestionably they are the statements of the registrant 
and the accountant is responsible for expressing his opinion with regard 
to them.
On the other hand, none of you are so naïve in accounting matters 
th a t you don’t  realize tha t in 99 cases out of 100 those statements of the 
registrant are prepared by the accountant, and the accountant is the 
one who keeps himself in touch with the securities act and with all of 
the other legal aspects and trends in accounting which should guide the 
registrant in the preparation of his statement.
I don’t think accountants should be bashful about preparing in the
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way in which they think they ought to be prepared, statements that 
the registrant is to present as his own. If the registrant refuses to file 
them in that form, that is a different story; there is no reason why the 
accountant in that case shouldn’t express his opinion that the state­
ments for those years do not reflect the facts as they are now known 
and let the commission decide whether or not it will force the regis­
tran t to adjust the statements.
A t t it u d e  o f  t h e  S .E .C .
So far, we have not absolutely required that adjustments be made for 
prior years, but we have a definite feeling that they should have been 
applied to prior years. Now, there has been a good deal of thought and 
disturbance about the complications that arise if you certify to one set 
of statements when you file a 10-K and then three years later certify to 
a statement that is different.
I don’t see that there is any problem involved in that a t all. In 1936 
you certified to a 1935 statement in the light of what you knew a t that 
time. If you have made the provisions as you should have made them, 
provisions that are foreseeable a t that time, and made the proper state­
ments on the basis of the facts known a t that time, and then, subse­
quently, with additional facts, prepare another statement which shows 
a different result because things took place after the first statement was 
filed, I don’t think you have involved yourself in any liability or any 
criticism. But in order to clarify yourself on that, I think the recast 
statement should carry with it a reconciliation between the statements 
now filed and those previously filed, so that the person who reads them 
may know that there have been subsequent adjustments that were not 
known a t the time the original statement was cast.
T hat will also take care of the point raised here, that the 1937 state­
ments may have adjustments made in 1940 or ’41. The fellow who 
reads the statement for ’35 and the reconciliation showing that there 
had to be adjustments to that in subsequent years, will realize, when 
he comes to ’37, that there may be and will be some adjustments that 
will have to be made for the year and he can take that into considera­
tion in his analysis.
C h a ir m a n  S w e e t : Mr. Blough, I hope that you are not expecting 
too much of accountants as to their competency in comprehending the 
legal aspects of which you spoke.
M r . B l o u g h : B y  leg a l a sp ec ts , I h ad  in  m in d  th e  req u irem en ts o f  
th e  v a r io u s  a c ts  th a t  a ffec t a c co u n tin g  s ta te m e n ts  an d  th e  ru les an d  
reg u la tio n s  o f  th e  v a r io u s  g o v ern m en ta l b o d ie s  th a t  a ffec t a cco u n tin g  
s ta te m e n ts  w h ich  h a v e  in  th e m se lv e s  th e  force  o f  law .
C e r t if ic a t io n  o f  R e c o n c il ia t io n s
C h a ir m a n  S w e e t : Mr. Blough, I would like to know, with regard 
to the reconciliation statement that you spoke of, whether that state­
ment is required by the S.E.C. to be certified by the accountant or not?
M r . B l o u g h : A s I in d ica ted  w h en  I first m e n tio n e d  th a t  p o in t , w e  
h a v e n ’t  rea lly  g o tte n  d o w n  to  th e  v e r y  fo u n d a tio n . I th in k  a t  th e  p res­
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ent time reconciliations are being accepted when filed by the company 
without certification, though what the provisions will be when there is 
a definite regulation with respect to that proceeding, I can’t  now say.
C h a ir m a n  S w e e t : I am not sure th a t I am ready to accept fully, 
Mr. Blough, the idea that there is no difficulty in recasting the profit- 
and-loss statement in form A-2 with respect to years already reported.
On form 10-K, it seems to me, we might have special cases where the 
recasting would amount to a violent assumption; tha t is, the directors 
may very well have acted, probably did act, in certain ways fully in 
reliance on the profits tha t were reported in the prior year and before 
any different figure could have been known. Now, we may have cases, 
I say, where it is impossible to make adjustments all along the line, 
because you can’t  undo actions which may have been taken by the di­
rectors in reliance upon the figure. So it seems to me that the purpose of 
A-2 is not merely to report earnings in the light of the present knowl­
edge, but also to report the financial statements as a whole for the his­
torical record on the basis on which the business of the company was 
managed.
Suppose tha t we now consider question No. 3, which is “ Statements 
of income for period of less than a year, especially if business is sea­
sonal.” Mr. Bell, was there something tha t you wished to say on that?
Mr. B e ll:  That sort of dovetails into topic No. 1 th a t I discussed. 
If a business is seasonal, and possibly whether or not it is seasonal, I 
think it is generally desirable to have a footnote on the profit-and-loss 
statement to the general effect that the results of operations for this five 
months, or whatever it may be, should not be relied upon as necessarily 
indicative of the results of operations for the full year. T hat certainly 
would apply, I should think, if the business were markedly seasonal.
C h a ir m a n  S w e e t  : I think we should have in mind that the income 
and expense for the fractional part of the year are required to be shown 
in a comparative statement alongside of the figures for the full years in 
form A-2.
O m is s io n s  fr o m  P r o sp e c t u s
Is there any other comment on this question? If not, we can proceed 
to No. 4, “ Accountant’s reliance on the rule permitting certain sched­
ules in registration statement to be omitted from the prospectus.” 
Do we invariably omit from the prospectus all of the schedules per­
mitted by the instruction to be omitted, or are there exceptions where 
we feel that, in order to give our certificate for purposes of the pros­
pectus, some of those schedules, despite the rule, ought to be included in 
the prospectus? W hat have you to say on tha t question?
M r. S e id m a n : Mr. Chairman, we have had recently an A-1 case 
which involved th a t very situation. The detail required by the various 
A-1 schedules tied in to such an extent with the historic background of 
the profit-and-loss statements and balance-sheets that, notwithstand­
ing the fact tha t we know the attitude of the S.E.C. is to reduce the ex­
planations and qualifications to as short a space as possible, we insisted 
that all the schedules, all the details in the various A-1 schedules, be
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part of our certificate; and in the various exhibits and schedules which 
we submitted, we took the precaution of indicating that none of the 
schedules should be omitted in connection with our certificate.
M r . B r o a d : Perhaps, M r. Sweet, I am a little old-fashioned, but I 
still feel that the balance-sheet, the profit-and-loss statement, and sur­
plus account are three statements through the medium of which we 
should be able to give a fair picture of the financial position and earn­
ings of a company.
Now, I can see situations where a schedule VI, the summary of 
reserves, might bring out some facts tha t might be very material. For 
example, if there were $100,000 of bad debts, and in accordance with its 
usual method the company had set up a normal reserve for the year of 
$10,000, but had had this large loss in the particular year, I think that 
is material. I think tha t should be noted on the profit and loss.
I think the accountant has a certain moral responsibility to get the 
data into such form that the average person who is not used to read­
ing profit and loss can get from those three statements the information 
that he will require.
I think we should be able, within reasonable scope, to get material 
matters into the statements—I don't like the thought that we are 
going towards further expansion of statements. I would like to see our 
statements more contracted. Let us hit the material points, stress those, 
and not bury them under a lot of data which to most people is useless.
C h a ir m a n  S w e e t : I read recently that the commission was a t  
work on the task of simplification of the registration statement forms 
and of the contents of the prospectus. I t  seems to me tha t the sugges­
tion just made by Mr. Broad is a most excellent one to be considered 
in working out the details of simplification.
U s e  o f  A c c o u n t a n t ’s N a m e  w it h  S u m m a r ie s
Suppose we pass to No. 5, which is “ Consent to use of the account­
an t’s name in connection with condensed summaries of earnings and 
pro forma balance sheets.”
I am thinking of the prospectuses which in the forepart give a much 
condensed summary of earnings for the three-years’ period. Suppose 
tha t condensed summary is introduced by the statement tha t it is 
taken from the financial statements certified by so-and-so.
I would like to ask Mr. Blough, does the S.E.C. require the account­
an t’s consent to the use of his name in tha t connection?
M r . B l o u g h : I a m  n o t  a t  a ll su re  th a t  I ca n  an sw er  th a t  q u estio n .
M r . B e l l : I can answer it. They do.
C h a ir m a n  S w e e t : And suppose tha t the accountant is not named, 
but tha t the introduction is to the effect that the statements have been 
prepared from the full statements in the prospectus—does the S.E.C., 
Mr. Bell, still require consent?
M r . B e l l : O n ly  w h en  th e  a c c o u n ta n t’s  n a m e  is  g iv e n .
C h a ir m a n  S w e e t : All right! Well, then, in cases where the under­
writers desire to name the accountant in the sentence introducing the 
condensed summary—what is your practice in reviewing the condensed
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summaries and deciding whether, under the circumstances, you are 
willing to give your consent? That is the question. W hat have you to 
say on that?
M r. B e l l  : I don’t see any reason why we shouldn’t give our consent, 
providing, of course, that the figures are correct and providing it is a 
reasonable condensation which brings out the material facts, and pro­
viding also there is a reference to any important footnotes or any 
important qualifications by the accountant in his certificate.
C h a ir m a n  S w e e t : Does any one have a different thought?
Mr. Broad: I would like to say a word on tha t point. Mr. Bell said, 
for one thing, that the S.E.C. had not required consent where the ac­
countant was not named. A case came up recently where my firm was 
not named in the earnings paragraph. Reference was made to the more 
detailed financial statements and the accountant’s report and we were 
asked to consent, but we didn’t  know what there was to consent to 
and we did not consent. I don’t  know whether tha t indicates a trend 
toward asking the accountants to assume further responsibility.
R e s p o n s ib il it y  fo r  S u m m a r ie s
I think the test of our responsibility under the securities act is that 
the statement must be a fair summary. The accountant does not assume 
legal responsibility unless he consents, but I think he has a certain 
moral responsibility to his client or to the bankers to see that it is a fair 
summary. I think, on the other hand, that where we are going to con­
sent we ought to take more initiative in telling our clients what should 
be stated in that paragraph.
We have, perhaps, a certain duty in the selection of footnotes. In one 
recent case the attorneys stated that they would not put any footnotes 
in. They weren’t  going to select footnotes, and it was to be either all 
the footnotes or none. In that case it turned out to be none, and the 
accountants did not consent.
I think that, if we are going to consent and take the legal responsi­
bility, it is our duty and our right to say what should be said in the 
earnings paragraph, and I think we should insist.
C h a ir m a n  S w e e t : Is th ere  a n y  o th er  rem ark  on  th is  p o in t?
M r. Ja c o b  S . S e id m a n  (New Y ork): May I ask Mr. Bell or Mr. 
Blough whether a reference in the advertisement of the type that I 
think is the most generally used—that is, to the effect that the follow­
ing is a condensation of the earnings of the company as certified by 
John Jones and as qualified or explained in the footnotes contained in 
the registration statement, and so forth—is regarded as perfectly all 
right and a fair summary of the qualifications and exceptions that may 
be related to the hearings set forth in the registration statement?
C h a ir m a n  S w e e t : Y ou are sp ea k in g  n o w  o f  a  n ew sp ap er  a d v e r tise ­
m en t?
M r . S e id m a n : Yes, where there is a condensation of the earnings 
statement and it is said that these are the earnings as certified by John 
Jones and Company, together with or as further explained by notations 
or comments made in that certificate in the registration statement; I ask 
whether that is considered all right.
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C h a ir m a n  S w e e t : However that question is to be answered, you do 
have equal moral responsibility, in passing upon the fairness of the 
summary.
M r . S e i d m a n : I d id n ’t  k n o w  fro m  th e  n a tu re  o f  th e  c o m m e n ts  th a t  
h ad  b een  m a d e— a n d  w ith  w h ich  I am  in  c o m p le te  a g reem en t— th a t  in  
a n y  c o n d en sa tio n , if  i t  is  fa ir, th e  a c c o u n ta n t o u g h t to  h a v e  n o  h e s i­
ta n c y  in  g iv in g  h is  c o n se n t e v e n  if  th e  co n d en sa t io n  occu rs in  a  n ew s­
p ap er  a d v e r tise m e n t w ith  th e  m ere gen era l referen ce th a t  th e se  are th e  
ea rn in g  figures, b u t  a s  m ore fu lly  ex p la in ed  a n d  p erh ap s e v e n  q u a lified  
in  th e  reg is tra tio n  s ta te m e n t.
S u m m a r ie s  i n  A d v e r t is e m e n t s
C h a ir m a n  S w e e t : Well, I suppose what Mr. Broad had said would 
apply also to the newspaper prospectus.
M r . B r o a d : I would say yes—a fair summary. For instance, let us 
assume that in the last year the company changed its method of figur­
ing inventory with the result that there was a profit shown where there 
should have been a loss. The inconsistency is mentioned in a note on 
the profit-and-loss statement with a statement perhaps tha t if the 
change had not been made then their earnings reported would be several 
thousand dollars less. Now there is a statement in the summary showing 
the bare figures and incorporating the notes by reference. I t  may be 
that the investor does not read the notes but he does read the wrong 
figures and is misled as to the earnings. The courts have ruled some­
where tha t means of information and information are not the same 
thing.
M r . S e id m a n : I t may be tha t I have not made the point clear. The 
specific part to which I had reference—and I think it is more or less the 
practice in these newspaper advertisements—merely says tha t the 
following are earnings as certified by John Jones and Company and as 
further explained or qualified in their certificate set forth in the regis­
tration statement, and I was wondering whether tha t is something to 
which accountants give their consent.
C h a ir m a n  S w e e t : I think that is a common method of setting it 
out in the newspaper prospectus.
M r. B e l l : Well, it depends upon what the qualifications are.
M r . S e id m a n : Is i t  to  b e  a ssu m ed , th e n , th a t  w h ere  th e  s ta te m e n t  
d o es  ap p ear in  th e  n ew sp ap er  a d v er tisem en ts , th e  q u a lifica tio n s  are  
n o t  o f su ch  a  d ra stic  ch aracter  a s  perh ap s to  p la ce  th e  figures a lo n e  in  a  
l ig h t  th a t  m ig h t lead  to  m isu n d erstan d in g?
C h a ir m a n  S w e e t : I think that is a legal question.
M e m b e r : Doesn’t  the advertisement usually state that a copy o f  
the prospectus can be obtained from the underwriters?
C h a ir m a n  S w e e t : Yes, I th in k  so.
P ro  F o rm a  B a l a n c e -S h e e t s
Is there any other remark on that? Shall we consider pro forma state­
ments, which is the latter part of the topic?
I have heard it said by a good many that a shortcoming of the 
present form of prospectus usually given out is that it lacks a pro forma
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balance-sheet and, therefore, the investor finds it difficult to visualize 
the financial position of the company as it will be after consummation of 
the financing.
Now and then a pro forma balance-sheet is given in the prospectus 
and the accountant is asked on behalf of the underwriters to give a 
special certificate for the pro forma balance-sheet.
Have any of you had experience with a case of that sort? And is it 
your practice to give a certificate for a pro forma balance-sheet?
M r. R o b in s o n  : I d o n ’t  su p p o se  th a t  a n y  o f  u s  w o u ld  b e  in  a  p o s itio n  
to  g iv e  th e  so -ca lled  cer tif ica te  or an  o p in io n  w ith  re sp e c t to  a  b a la n ce-  
sh e e t  w h ich  p u rp o rts  to  p re sen t a  fin an cia l c o n d it io n  w h ich  h a s  n o t  
ex is ted .
Is not the pro forma balance-sheet merely a compilation of figures 
based upon statements with respect to which we have given our opin­
ion, plus assumptions of certain transactions to be consummated?
I think that it is generally the practice for the accountant to give a 
letter to the underwriter or to his client merely stating that, based upon 
certain transactions and no others (set forth specifically in the head of 
the pro forma statement) and from certain statements (properly re­
ferred to) and with respect to the opinion given, a pro forma statement 
has been prepared and is submitted herewith.
C h a ir m a n  S w e e t : A s I u n d ersta n d , y o u  w o u ld  n o t  c o n se n t to  th e  
p u b lica tio n  o f  y o u r  le t te r  a n d  y o u r  cer tifica te  in  th e  p rosp ectu s?
M r . R o b in s o n  : I see no objection to the publication, bu t I should 
think there would be an objection to referring to it as a certificate, be­
cause it is a letter of explanation as to what has been done. You have 
taken certain figures and put them together and you must refer back to 
the balance-sheet and the opinion on such balance-sheet.
C h a ir m a n  S w e e t : And you would be willing then to give written 
consent to the use of your letter in the prospectus?
M r . R o b i n s o n : Well, with respect to that, our practice is to include 
in the consent the use of our name in the prospectus, always of course 
being sure that you see the prospectus before signing.
C h a ir m a n  S w e e t : Is th ere  a n y  o th er  d iscu ss io n  on  th is?
Il l in o is  B l u e -S k y  L a w
M r . C a r r o l l  M . W h it e  (Chicago): I think you will find that in 
Illinois registrations under the Illinois Commission require that a pro 
forma balance-sheet be given.
C h a ir m a n  S w e e t  : Is tha t required to be certified under the Illinois 
blue-sky requirement?
M r . W h i t e : I t  is .
C h a ir m a n  S w e e t : How does tha t work out in practice? Does it 
mean that if you have a registration under the securities act and some 
of the distribution is to be in Illinois, investors in other states than 
Illinois would receive the same prospectus as investors in the state of 
Illinois? Is tha t the practice?
M r . W h i t e : I b e lie v e  i t  is.
C h a ir m a n  S w e e t : S o th a t  y o u  w o u ld  h a v e  pro form a  s ta te m e n ts
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certified by the accountant in the prospectus filed with the S.E.C.?
M r . W h it e  : I w o u ld n ’t  s a y  it  w a s certified , b u t  y o u  w ill h a v e  to  g iv e  
a  le t te r  sa y in g  th a t  th e  p ro  fo rm a  b a la n c e -sh e e t h a s  b e e n  p rep ared  g iv ­
in g  e ffe c t to  certa in  tra n sa ctio n s .
C h a ir m a n  S w e e t : The Illinois law does not go any further than to 
require a letter signed by an accountant?
M r. B e l l : I was going to say that we have written any number of 
letters in which we say we can’t  express an opinion as to the correctness 
of a pro forma, but we do so and so.
M r. B l o u g h : I would like to ask Mr. White a question for my own 
information. In the state of Illinois, if you have an offering there that 
you also register with the S.E.C., are you required to file a pro forma 
statement where there is not a firm commitment?
M r. W h i t e : I couldn’t  answer that.
M r . H im m e l b l a u : Y ou file  i t  w ith  th e  s ta te , e v e n  if  th ere  is  n o  firm  
co m m itm e n t.
C h a ir m a n  S w e e t : I s th a t  a  p a r t o f th e  fina l p ro sp ec tu s  th a t  is  d is ­
tr ib u ted  to  in v esto rs?
M r . H im m e l b l a u : Filed with the state of Illinois.
C h a ir m a n  S w e e t : That was what I wanted to get a t: whether it 
would become a part of the prospectus. As I understand it, it does not 
have to be in the prospectus.
Mr. F. E. S e id m a n : No, the Federal prospectus would have nothing 
to do with the requirements of Illinois details; in fact, in some respects 
Illinois requires many more details than the Federal prospectus does.
C h a ir m a n  S w e e t : Does tha t answer your question, Mr. Blough?
M r . B l o u g h : Y es , i t  d o es.
C h a n g e s  S u b s e q u e n t  to  B a l a n c e -s h e e t  D a t e
C h a ir m a n  S w e e t : We will consider No. 6 , which is “ Changes subse­
quent to date of balance-sheet prior to the effective date of the regis­
tration statem ent.”
W hat is the responsibility of the registrant and of the accountant in 
reporting certain classes of events which have taken place subsequently 
to the date of the balance-sheet and prior to the effective date? W hat 
has been your experience in that? Is it your practice, let me ask, to 
make further examination of the registrant’s books and inquiry of 
the officers and employees with regard to transactions tha t may have 
taken place out of the ordinary subsequent to the date of the balance- 
sheet and prior to the effective date?
M r . S e i d m a n : In the ordinary course, where there are transactions 
subsequent to the date of the balance-sheet but prior to the effective 
date, wouldn’t  anything material be properly included right in the 
certificate or comments, if any, so as to limit the problem to transac­
tions tha t develop subsequent to the date of the certificate and prior to 
the effectiveness of the registration?
C h a ir m a n  S w e e t : Well, we have discovered in one of the remarks 
made here th a t the date of a  certificate might be a very early date, and 
if the company is filing under the six-months’ rule, it might be quite a
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long interval between the date of the balance-sheet and the effective 
date of the registration statement.
M r . W o o d s : Mr. Sweet, it seems to me tha t the accountant can’t  
have any responsibility for what happens after the date of his certificate 
and before the registration statement becomes effective—in many 
cases, because he may only be making annual audits and not be in a 
position to learn anything since the date of the certificate. Now, I 
should think the registrant, on the other hand, does have a responsi­
bility of calling to the attention of the S.E.C. and filing with the regis­
tration either explanations or an amended balance-sheet, if in the light 
of subsequent information the balance-sheet as already filed is obvi­
ously misleading.
M r. M. M. T h o m a s  (New York): Consider contracts signed between 
the date of the balance-sheet and the date of the certificate, when they 
were brought out in the registration statement. I am thinking of leases 
to be described under schedule 8. A lease signed a month after the date 
of the balance-sheet, but in effect and a binding contract upon the com­
pany as of the date of the certificate, must be given consideration.
C h a ir m a n  S w e e t : Mr. Woods, I am not giving a legal opinion, but 
doesn’t  the act itself say something about the liability of the expert as 
of the effective date of the registration statement?
M r . W o o d s : W ell, I d o n ’t  se e  h ow  th e  a c c o u n ta n t cou ld  p o ss ib ly  
h a v e  a ccess  to  re liab le  in fo rm a tio n  a fter  th e  d a te  o f h is  cer tif ica te  if h e  
is n ’t  ca lled  in  for a n y  p u rp ose  a fter  th a t  d a te .
M r . B r o a d  : Suppose there should be a major flood in that particular 
section?
C h a ir m a n  S w e e t : S u p p o se  a  m ajor flood d e str o y s  so m e  con sid erab le  
p a rt o f  th e  p la n t, or a t  le a s t  p u ts  i t  o u t  o f  o p era tio n , an d  th a t  th e  ex ­
p en se  o f resto ra tio n  w o u ld  b e  co n sid era b le— is th a t  th e  k in d  o f  fa c t  th a t  
sh o u ld  b e  m en tio n ed  a s a  n o te  to  th e  b a la n ce-sh ee t?
M r . W o o d s : After the date of certificate the accountant should be 
kept in touch with flood conditions and general economic conditions. 
I think that really comes under Mr. Bell’s exception. I am not sure 
whether it was Mr. Bell or Mr. Broad, but I think it was something 
they both agreed upon.
M r. S e id m a n : Mr. Chairman, we received a deficiency letter on that 
specific point; a recapitalization or special dividend, I don’t  remember 
which, took place after the date of our certificate and we received a 
deficiency from the commission insisting tha t we give the facts and 
recast our statements, or give footnotes explaining it.
C h a ir m a n  S w e e t : Well, it is quite a  different question from the 
effects of a  flood.
M r . S e i d m a n : Well, I am wondering—is it just flood, or any material 
fact?
C h a ir m a n  S w e e t : Where do you draw the line? That is the question.
Can any one suggest the line of demarcation on this question?
M r. W o o d s : I think, Mr. Sweet, that the recapitalization point is 
another question. There the S.E.C. says in effect: There are later de­
velopments regarding which the accountant should certify; kindly
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h a v e  y o u r  a c c o u n ts  certified  w ith  regard to  th is  m a tter . T h a t  is  v e r y  
d ifferen t from  gen era l re sp o n s ib ility  o f a c c o u n ta n ts  to  k eep  in  to u ch  
w ith  w h a t  m ig h t  b e  h a p p en in g  a fter  th e  d a te  o f  th e  cer tif ica te  in  a  
ca se  w h ere  h e  d o es  n o t  h a v e  d a ily  a ccess  to  th e  o p era tio n s o f  a  cor­
p o ra tio n .
C h a ir m a n  S w e e t  : I regret to  sa y  th a t  ou r t im e  is  u p  an d  th a t  w e  w ill 
h a v e  to  ad jou rn .
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Cost or Market?
A Round Table
Th e  meeting convened at 2:10 P. M. on October 20th at the Waldorf-Astoria, New York, with Mr. Maurice E. Peloubet, 
of New York, presiding.
C h a ir m a n  P e l o u b e t : I a m  g o in g  to  o p e n  th is  m e e t in g  w ith  a  sh o r t  
o u tlin e  w h ich  w ill b r in g  u p  sev era l p o in ts , b u t  th ere  is  n o  reason  w h y  
a n y  o th e r  p o in ts , n o t  co v ered  th ere in , sh o u ld  n o t  b e  b ro u g h t u p .
At the council meeting on Monday, there was an extremely interest­
ing report presented by Mr. Kracke’s committee on inventories, which 
I am going to have read here because it has not been published and 
there is some very good stuff in it which I think will give us topics for 
discussion.
W h a t  I s M a r k e t ?
The question we are to discuss this afternoon seems simple. At first 
sight it would seem obvious that every accountant should know what 
cost is and what market is. As a m atter of fact, these two things involve 
in almost every case much more of estimate and opinion than they do 
of ascertainable fact. To take the simpler first, what is market? Even in 
a comparatively simple situation, such as the valuation of securities 
traded in on a registered exchange, we find an increasing tendency to 
avoid the use of such terms as “ market value,” “ aggregate market 
value,” and the like, and a tendency to substitute for them “ value 
calculated a t market quotations,” frequently with a disclaimer of the 
possibility of either purchasing or selling large amounts of securities 
a t the quotations used.
With basic raw materials, such as cotton, wool, rubber and metals, 
we have a situation somewhat similar to tha t of securities on a stock 
exchange. They are market prices currently quoted. However, we have 
here an additional element to deal with, tha t of grade or quality. The 
usual situation is for an inventory to contain material of several differ­
ent qualities or grades, of which only a few are quoted. Prices are put 
on the unquoted grades by interpolating the current market price 
proportionately to the costs of the different grades a t the date the 
material was purchased. This may be roughly satisfactory, bu t it is 
quite possible th a t the relative values of various grades of material 
may change abruptly and this method of interpolation may be quite 
inaccurate. I t  would be interesting to hear from some of those present 
who are familiar with industries using material of this type.
Whether or not substantial quantities could be disposed of a t quoted 
market prices a t a particular date is an important one, as those of us
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who can remember the inventory problems of the early twenties will 
testify. A market may be artificially depressed or elevated a t the date 
of a statement, and it may be entirely impossible either to buy or sell 
substantial quantities a t the quoted prices.
Another difficulty in arriving a t market arises in the case of semi­
manufactured or completely manufactured goods. I t  would be in­
teresting to discuss whether there is in fact a market for such goods. 
Do the manufacturers’ selling prices on, say electrical appliances, 
fountain pens, musical instruments, clothing, constitute a “ m arket” 
a t all? If prices such as these do constitute a market, the practical 
question of building up a hypothetical finished price and applying parts 
of that price to different stages of manufacture arises and should be 
discussed.
This is a brief outline of the problems which are involved in applying 
market prices of inventories. My own opinion, which I am aware is not 
considered by all to be entirely orthodox, is th a t any adjustment of 
inventories for market fluctuations is a balance-sheet adjustment 
preferably made through surplus, or in any case, excluded from operat­
ing results and shown separately in the income account. This statement 
should be enough to start some lively discussion.
W h a t  I s C o s t ?
Leaving the comparatively simple question of market prices, we 
take up the much more intricate and involved question of cost. As 
soon as any elements other than direct material and direct labor enter 
into the cost of a product or article, we leave the realm of fact and 
certainty and enter tha t of opinion. This is no place to enter into the 
difficulties and subtleties of cost accounting. I t  is sufficient to say th a t 
every distribution of indirect labor, maintenance, machine repairs, 
supervision, experimental work, or any of the thousand and one items 
which are not direct labor or direct material, but which are essential to 
the maintenance of production in a  modern factory, is an expression 
of opinion, no m atter how carefully worked out nor how soundly based. 
We cannot always be certain tha t even direct material and direct labor 
are facts. With goods produced on special order, they are definite, but 
where there is a large volume of identical or substantially similar 
product or goods going through an industrial establishment, it is a 
m atter of great difficulty to determine direct material and labor costs 
on any basis other than averages for a period, even though the period 
be relatively short. Obviously, as soon as a period is determined, a day, 
week or month, and the total costs of tha t period are applied to the 
product for that period, we have the exercise of opinion and judgment 
with us again.
The simplest instance which comes to mind of such a cost is tha t of 
a metal refiner producing one principal metal. Here all units produced 
are the same, but the cost per unit of the metal varies considerably 
according to the length of the period chosen for which to calculate the 
cost. Obviously if very short periods are chosen, fluctuations will arise 
through the incidence of heavy repairs a t one time and little or no re­
pairs a t another. If a very long period is chosen, the figures will have
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little significance, as the changes will be so modified that the cost 
will be meaningless. For instance, a cost on a five-year basis would tell 
practically nothing and would probably not be representative a t any 
time. A cost on a year’s basis might be substantially correct. A cost on a 
month’s basis would probably be distorted. In every case, judgment 
and knowledge of operations would be necessary to arrive a t a cost 
basis, even in an operation where so many difficult factors were elimi­
nated. We must also consider very carefully, in arriving a t a cost, the 
requirements and limitations of a business and its operations and the 
intentions and purposes of its executives and managers. If the opera­
tion is such th a t large quantities of material must be constantly held 
in reserve or in process, we must decide whether we should follow the 
physical movement of the material, or whether we should follow the 
purpose and intention of the management and apply current costs to 
current sales, rather than assume, on the conventional “ first in, first 
o u t” basis, th a t the earliest purchases are invariably applied against 
sales, even though this is in direct opposition to the actual methods 
used. This is, of course, a  description of the “ replacement” or “ last in, 
first o u t” inventory, which we will undoubtedly discuss more fully 
later on.
I n v e n t o r ie s  a n d  T a x e s
Inventory methods are important for taxation as well as for corporate 
accounting. I t  would be interesting to hear a discussion on the position 
of a company which is required by income-tax requirements to value 
its inventory and, therefore, determine its income on a basis which the 
company believes fundamentally unsound. Is the company justified in 
showing in its corporate accounts profits or losses which it knows to be 
inaccurate, merely because it is required to render its Federal income- 
tax return on tha t basis? The whole question of inventories for Federal 
income-tax purposes is now being considered by the taxation authori­
ties and Congress. I t  is hoped tha t some modification of the present 
methods permitted by the Treasury Department will be made to include 
the “ replacement” method, the “ last in, first o u t” method and possi­
bly the “ normal stock” method, where these apply. These methods, as 
you know, are now prohibited by the Department, bu t are the accepted 
practice in several very important industries. There are practically no 
other generally recognized methods which are not permitted by the 
Department.
This is intended merely to raise questions and open discussion. 
Before we go any further, Mr. Beairsto, will you read this report of 
Mr. Kracke’s? [The report of the special committee on inventories was 
then read by Mr. H. J. Beairsto, of New York. The full text of this 
report will be found in the 1937 Yearbook of the American Institute 
of Accountants.]
C h a ir m a n  P e l o u b e t : I a m  n o w  g la d  to  th ro w  th e  m e e t in g  o p en  for  
d iscu ssion .
M r . E d w a r d  G. C a r so n  (New York): I failed to get clearly that 
point in the paper just read as to the practice in England being more or 
less standardized and not standardized here.
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E n g l is h  a n d  A m e r ic a n  P r a c t ic e  C o n t r a s t e d
C h a ir m a n  P e l o u b e t : W hat was meant there was tha t in this 
country there is some divergency of practice. You have an inventory, 
we will say, with a hundred items in it. Fifty of those items are a t cost 
which is below market. Fifty of them are a t cost which is above market. 
The question is, do you reduce all items to market, or do you reduce 
the items to market only where the market is lower than the cost?
The English practice seems to be to apply the reduction to all items; 
in other words, to apply to each individual item the test of the lower 
cost or market.
In this country it seems to be the practice to apply it to inventory as 
a whole; in other words, only to write down your items which are higher 
than market. I am not sure that tha t is the universal English practice; 
The Accountant says so—but it certainly is not universal in this country. 
In this country we, generally speaking, figure th a t where we have an 
item the cost of which is above market, we have to reduce tha t to 
market, but we do not have to treat each item in the same way.
T hat is the Treasury Department’s method, but that does not prove 
it is good accounting.
M r . B e a ir s t o : I might say, in connection with this question of 
setting up a reserve, that we had some experience in the Treasury 
Department recently, in particular with automobile dealers. I t  has 
been the practice of a number of them, and I believe motor accounting 
practice required it, to set up a reserve of 20 per cent. to provide for sell­
ing cost on used cars.
You would first, of course, write your used cars down to the current 
market quotation, then set up your 20 per cent. reserve to take care of 
selling expenses.
The Treasury Department has been trying to disallow those items if 
set up as a reserve, whereas if reduced to present market value by 20 per 
cent., they do not question the item.
T h e  R e t a il  M e t h o d
M r . H a r r y  L. A l t m a n  (Minneapolis): How would you designate an 
inventory taken under the retail-price method? I have seen the term 
“ cost or m arket” applied to that, bu t actually how can you state that 
it is a t the lower of cost or market? There are items in there a t original 
cost, items a t the market of the preceding inventory, items tha t have 
been marked up and items tha t have been marked down. When the 
period is over, we certainly cannot designate the particular items in 
the inventory.
C h a ir m a n  P e l o u b e t : Isn’t  the retail method a thoroughly well- 
known, well-recognized method? Isn’t  it a sufficient description merely 
to say tha t the inventory is taken by the retail method? I t  is recognized 
by the Treasury Department and by all accounting authorities. I 
would simply say, by the retail method. I personally think th a t is 
sufficient description. Is there anybody who disagrees with that?
M r . M a x  R o l n ik  (New York): I would say the inference there is 
that it is a t market, namely, the selling market reduced for the market­
ing expenses.
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C h a ir m a n  P e l o u b e t : M arket as determined under the retail 
method.
M r . A l t m a n : Not under rising costs.
M r . R o l n i k : Under the rising costs, it would be higher.
C h a ir m a n  P e l o u b e t : I t is obvious tha t there are situations where 
the retail method may be higher than cost.
M r . R o l n i k : I t  would still be market.
M r. A l t m a n : May I ask another question? W hat do you think of 
the base-stock method as applied to inventories in general? I under­
stand the National Lead Company uses it and some other concerns do 
also, and I was wondering about applying th a t method to a mercantile 
concern.
T h e  B a s e -S to ck  M e t h o d
C h a ir m a n  P e l o u b e t  : The requirements, as I see it, for any indus­
try  to use the base method are about these: There must always be a 
substantial inventory of a basic raw material. There must be a long 
processing period. There must be a substantially homogeneous type of 
raw material, and the raw material must form a preponderant or very 
substantial part of the cost of the product.
The types of industries tha t we generally think of as using normal- 
stock or similar methods are such as the tanning, the smelting and refin­
ing of nonferrous metals, and petroleum industries.
M r . A l t m a n : M ust not every mercantile concern actually have a 
basic inventory? If you take tha t basic inventory and throw it on the 
market a t  once, what would you get for it? Haven’t  you the same 
underlying principle there?
C h a ir m a n  P e l o u b e t : I think not so, because in merchandising, as 
soon as there is any question of style involved, you cannot use the 
method* You must have an inventory which is composed of the same 
amount of the same thing.
I t  is perfectly true th a t in a  clothing store, there would probably be 
a t any one time of the year about as many overcoats on hand as a t any 
other time, but they would not be of the same kind.
The essence of using the base-stock or similar methods is tha t you 
must have an inventory tha t you cannot sell. Any kind of a  trading 
establishment sells one inventory and gets another. A base stock never 
applies except to a producing or manufacturing organization. I t  cannot 
apply to a trading organization, because there is no trading organiza­
tion that cannot sell all of its inventory.
M r . A l t m a n : Cannot sell it and remain in business. I t  must have a  
base stock to do business.
C h a ir m a n  P e l o u b e t : I t  replaces its stock. I t  sells one stock and 
replaces it with another. For example, take petroleum. There are many 
cases in the petroleum industry where you not only have the same num­
ber of the same kind of units on hand, but have the identical units on 
hand for many years.
There is the same situation in nonferrous smelting. You have fur­
nace bottoms and you have the bottoms of converters, and you have 
the same metal on hand year after year. In any case, you must have a
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processing period and you must have a process tha t you have to keep 
filled up; otherwise, it does not apply, because the mere substitution 
of goods tha t are similar, one for another, does not give you a situation 
where the method would apply.
I n v e n t o r ie s  a n d  I n f l a t io n
M r. R o l n i k : I think the philosophy of this base-inventory method, 
while applied in the base-metal industries, can also be applied to other 
situations. I think even the retailer who handles a changing variety of 
items might have to use the philosophy of the basic-stock method, 
because he would have to take into account the changing of price levels. 
Otherwise, he might be in the same situation in which many mer­
chants found themselves in Continental Europe a t the time of inflation, 
where a man looked around and found that he had less merchandise on 
hand, so tha t in reality he was poorer than he had been. Nevertheless, 
his profit-and-loss account and his income-tax returns showed that he 
was very prosperous.
C h a ir m a n  P e l o u b e t : I think that is true to a certain extent. I 
think what you mean, Mr. Rolnik, is th a t in so far as the investment 
features of it apply, almost any one can use tha t philosophy. So far as 
the physical and the operating features are concerned, you cannot 
apply i t ; but I agree with you that to keep the investment side in mind 
is very proper. You cannot make money by having an inventory this 
year a t higher prices than you had last year.
U n r e a l iz e d  P r o f it s
M r. R o l n i k : Let me perhaps illustrate tha t by a simple case which 
might apply with us who are not merchants. Assume th a t we started 
last year with 100 shares of U. S. Steel as our only asset, and we bought 
and sold it during the year, and according to our profit-and-loss ac­
count, we made profits or losses, but all we have a t the end of the year 
is exactly the same hundred shares. I t  is true enough tha t our profits 
and losses are represented perhaps by the difference between today’s 
market value and th a t of a year ago, but according to the base-stock 
method, we would still consider th a t we have the one hundred shares of 
U. S. Steel.
C h a ir m a n  P e l o u b e t : W hat Mr. Rolnik says about the basic 
philosophy of the normal stock, I think is simply th a t we do not wish 
to show an unrealized profit. The normal-stock method is only one 
way of avoiding the showing of an unrealized profit. The retail method 
is a method of avoiding showing an unrealized profit.
I do not think we want to stretch the thing too far. We want to keep 
our specific methods for specific situations.
M r . R o l n i k : May I venture one more comment and tha t is this: 
I t  seems to me a great many of our troubles are due to the fact tha t we 
are forgetting tha t we need a balance-sheet for different purposes. The 
same balance-sheet will not fit all of our purposes, and similarly with our 
income statement. We are accustomed to preparing an income state­
ment for a year on the theory that it will fill all the purposes that we
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or the readers may have in mind. As a m atter of fact, that may be 
impossible.
S t a t e m e n t s  f o r  S p e c if ic  P u r p o s e s
An income statement prepared as a basis for managing the affairs of 
a business may be quite different from the kind of statement the 
directors would need as a basis for declaring dividends; again, you may 
need an entirely different statement for income-tax purposes. In other 
words, just as there is a  conventional income statement which we 
accountants have been preparing for the directors, let us say, and there 
is a statutory income statement which we prepare for the tax authori­
ties, so there may be a score of additional income statements which we 
may need for other purposes.
The difficulties into which we are getting in this question of inven­
tory valuation, the concept of what income is, and so forth, are due 
to the fact tha t we are trying to make one type of income statement 
meet all of our requirements. In my own opinion, the more we get away 
from the belief th a t we can adapt one statement to all our purposes, 
the nearer we will come to the true philosophy and the true principles 
involved in this subject.
P u r c h a s e  a n d  S a l e s  C o m m it m e n t s
C h a ir m a n  P e l o u b e t : I think th a t is a very important point. For 
an illustration, the average manufacturing business works on a basis of 
taking the profit when it delivers the goods, and it takes its purchases 
in when it receives them. For many purposes th a t is a pretty good 
statement, bu t there are situations where it is entirely inadequate and 
where it might be quite misleading, because there are many industries 
where your operating process extends, say, three to six months, where 
your forward position is much more important than your so-called 
actual results on purchases received and deliveries made.
For the management of a business, a statement which shows position, 
rather than realized result, is often of the greatest importance and it 
may very easily show entirely different results. I know th a t when 
using, we will say, the “ last in, first o u t” method, if you have a situa­
tion a t the end of the year where all forward sales are covered by for­
ward purchases, but you happen to have received your goods ordered 
On your purchase commitments faster than you have shipped them, 
you may have an apparent result in your inventory which is entirely 
wrong. You may have a condition on a falling market which shows a 
fair profit, but when you apply all of your forward position, you may 
show a substantial loss.
I think one thing we can all bear in mind, when we have to do with 
industries in which it is the custom either to buy or sell ahead for protec­
tion, is tha t a position statement or a statement th a t takes in commit­
ments should be made up. Even if never used, because there is nothing 
serious and your clients are not very long or very short on raw material, 
th a t fact should be known. If, however, you find a condition, we will 
say, in a rising market where your client is heavily short of a  raw ma­
terial, th a t is, where he may have plenty in his plant but he may have
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forward orders to sell goods and not nearly enough material purchased 
to cover those orders, th a t is a dangerous position and may call for 
special treatment.
The question immediately arises whether you should explain tha t to 
a bank or, if the company is listed on the exchange, whether it should 
be mentioned in the published accounts. I do not believe that, in any 
industry which uses raw materials and purchases them over a future 
period, you can be safe yourselves unless you know what the position 
is; whether or not you have to use tha t information.
If anybody has had any experience along tha t line, I will be very 
much interested to hear about it.
P r o c e d u r e  i n  T e x t i l e  I n d u s t r y
M r . J. D o z ie r  P. A r n o l d  (Birmingham): We have recently had 
tha t experience in the textile mills. Cotton, a t the end of August, was 
selling a t about 11 cents. We had on hand in the warehouse, ten thou­
sand bales. A t the time the examination was completed, cotton had de­
clined to about 7 cents, f o b  mills. Fortunately, in this particular case, 
they had sold short futures to the extent of approximately nine thou­
sand bales which, of course, covered the loss they had in the inventory.
We followed the procedure tha t you suggest and made a statement 
on the balance-sheet to  the effect th a t they had sold short nine thousand 
bales, approximately the equivalent of th a t inventory.
This is a closely held corporation, and on the processed materials 
they follow somewhat the procedure suggested a moment ago. The 
processed material, as set up for normal accounting purposes for their 
own individual information, is carried a t a  nominal value, bu t tha t 
processed material is inventoried, from the operating room clear 
through to the finished cloth, a t the end of each accounting period, and 
is computed—if there is any textile man here, he will know what I am 
talking about—on the half-finished basis. The amounts are fairly 
accurate. Of course, i t  is anybody’s guess as to whether i t  is half 
through, but an actual test made a few years ago disclosed tha t that 
is a fairly accurate basis. For tax purposes, we carry an adjusted inven­
tory to schedule L on the back of the returns. In this way, you are 
satisfying a t the same time your bankers and also the Government.
M r . B e a ir s t o : May I ask you a question, Mr. Arnold? You say 
cotton was 11 cents. We will assume that the cost of the cotton in in­
ventory was about 11 cents—
M r . A r n o l d : I m e a n t  11 c e n ts  f o b  m ills ;  th a t  is  th e  a v era g e  co st .
M r . B e a ir s t o  : And you priced it a t the cost of the market, I assume?
Mr. Arnold: For inventory purposes, yes.
M r . B e a ir s t o : Will you take into consideration, then, th a t the 
cost is actual, because it  was hedged and tha t they actually had no loss 
or profit? Or did you fix it  a t the actual cost to them?
Mr. Arnold : At the actual cost, to show this future position about 
which you were just talking—that they are ultimately going to have a 
loss in the conversion of that cotton into cloth. That loss will be covered 
to the extent that it is hedged. What it is, nobody knows. Those con­
tracts, of course, will be closed out.
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C h a ir m a n  P e l o u b e t : But what you do know is tha t the loss and 
the profit will be equal, although you do not know what either one is.
M r . B e a ir s t o : That is the exception rather than the rule with the 
cotton mills, isn’t  it?
M r . A r n o l d  : Well-managed mills, no. They, of course, guess wrong, 
like all other businesses.
M r . B e a ir s t o : I mean the pricing of it, to leave it a t cost when the 
market has dropped; usually they drop it to market and forget the fact 
that they have hedged it. Isn’t  that true?
M r . A r n o l d : Yes, but it is done both ways. Some mills, we find, 
carry th a t cost all the way through and as they close their hedge ac­
count, the profit in th a t is credited against the cost, which brings your 
average inventory down as these hedge contracts are closed out. They 
are charged into operations a t their adjusted cost each two weeks.
U n in t e n t io n a l  D is c r im in a t io n
C h a ir m a n  P e l o u b e t : I t  is an interesting thing to note right there 
that—some of you may have known this—I had several discussions 
with the Treasury Department about whether they would let us use 
"last in, first o u t” for tax purposes.
One of the things which comes in so frequently, one of the points on 
which I think we are eventually going to win, is tha t certain industries, 
such as the cotton textile and flour mills, for instance, have a discrim­
ination in their favor because, by the application of those hedges, they 
get substantially the same result tha t a manufacturer without the 
advantage of hedge markets gets by applying “ last in, first out.” T hat 
has been one of the few points that seemed to impress the Treasury 
Department.
Of course, there is nothing against those other industries, bu t I 
think there is an element of discrimination there. We all know the hide 
market does not amount to much, and there is only one kind of hide 
you can buy and sell, and tha t is more or less theoretical and represent­
ative. You cannot hedge on kangaroo leather, and you cannot hedge on 
kid leather or anything like that. So, for all practical purposes, the tan­
ner has no hedging market and he suffers a great deal. On the other 
hand, the cotton manufacturer and the flour mill are able to protect 
themselves and get just the same result by another method.
M r . A r n o l d : They are one of a  few. They certainly have a decided 
advantage.
M r . B e a ir s t o : M ay I ask one other question? Have you ever found 
any way to ascertain whether your mill hedges were strictly hedges, 
or whether there was just a little bit of speculation in there?
M r. A r n o l d  : Well, the best answer to tha t is, how well you know 
the manager.
C h a ir m a n  P e l o u b e t : T hat’s about it. Of course, that question of 
speculation is another interesting thing, too. I don’t  know how many of 
you have had the experience, but a manufacturer will get an order 
tha t requires, we will say, 10,000 pounds of zinc—he gets the order 
today and he waits three or four days before covering it with a pur­
chase.
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I n a d v e r t e n t  S p e c u l a t io n
I t  is very hard to tell some of these people th a t they are speculating. 
They say, “ Why, I don’t  do anything,” and it is rather hard to make 
them see tha t you can speculate just as well by doing nothing as you 
can by doing something. Also, every time you do anything other than 
exactly cover your requirements, you are indulging in a  little com­
modity speculation.
I think, particularly for the small manufacturers, th a t is an impor­
tan t thing for us to tell them. Let us tell them by all means, “ If you 
want to speculate, if you think you know the commodity market, if 
you want to do it—do it; but don’t  think you are running a manufac­
turing business when you neglect to cover either purchases or sales. 
You are running a combined commodity trading business and a manu­
facturing business.” I think tha t the clearer we can make that, particu­
larly to our smaller manufacturing clients, the better for them, because 
every once in a while they come up with a terrible bump and say, “ We 
don’t  speculate, bu t we lose a  lot of money.”
M r . B e a ir s t o : Did you read Harvard Business School’s pamphlet 
on hedging in the cotton mill, published back in 1928? They made 
quite an exhaustive research, but unfortunately there were too many 
“ if’s ” in it.
C h a ir m a n  P e l o u b e t : Yes, I did. There is a great deal of good 
material in that.
D is c l o s u r e  o f  P r o f it  a n d  L o ss  o n  H e d g e
M r . A b n e r  J. S t a r r  (Cincinnati): Is it customary to figure the 
profit and loss on hedges on open contracts as well as closed, a t state­
ment time?
C h a ir m a n  P e l o u b e t : I th in k  n o t;  I th in k  th e  th in g  is  to  b e  sure  
th a t  y o u  are co v ered .
M r . S t a r r : I think tha t is true in the flour mills.
M r . A l t m a n : Take the flour industry in my part of the country. As 
the flour merchant buys his grain, he hedges it. As tha t grain goes down 
in value, he is fully protected on the hedge. How would you present 
that in a financial statement? Would you present it a t cost where he is 
protected, or would you present it a t the lower price and offset it by 
the profit on the hedge?
M r . B e a ir st o  : You have the same result.
C h a ir m a n  P e l o u b e t : I don’t  think there is very much difference.
M r . B e a ir s t o : The thing is carried a t cost, and you have no 
question.
M r . S t a r r : I t  is carried a t market; it amounts to that. I think it is 
customary for the profit and loss on the hedge to be shown on the 
balance-sheet as a separate item.
M r . A l t m a n : In a case of tha t sort, for income-tax purposes, I 
always take the inventory a t market and do not consider the hedge, 
because it has not been closed out.
M r . S t a r r : Doesn’t  the Treasury Department require you to take 
a profit and loss on hedging? I think there is a ruling on that.
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C h a ir m a n  P e l o u b e t : T h ere  is  a  recen t ru lin g  o n  th a t . I t  is  a  v e r y  
c lear  ru lin g  on  h ed g es .
M r . S t a r r : I t  also applies to the cotton brokers.
C h a ir m a n  P e l o u b e t : Yes; I know. When that came out, we started 
to emphasize the discrimination in our discussions with the Treasury 
Department.
M r . B e a ir s t o : I t  seems to me tha t this thing cannot be overlooked, 
from the point of view, not of what the practice may be, but of what 
it really should be. We are concerned with how business can be im­
proved, how procedures can be improved.
T r e a s u r y  R e g u l a t io n s  o n  H e d g in g
The Treasury Department regulations, of course, conform to good 
accounting practice in exempting from the market write-down as much 
of the inventories as are on the protected hedge by virtue of firm sales 
orders that have been taken by the sales organization.
The protections afforded by a hedge such as in the textile and cotton 
mills is practically of the same effect. There is hardly any difference 
between the positions covered. You are not long, whether it be covered 
through sales taken from your customers or through an open-operations 
contract. I t  is a protection tha t is really as long as it is short. There is 
hardly any distinction between the two, and to give effect only to the 
one because it happens to be sales orders taken from the sales organiza­
tion, is not logical, it seems to me.
Of course, we have to disclose where, for instance, the protected 
market write-down has not taken place, as Mr. Arnold indicated. The 
thing is still so unsettled tha t we should consider it as in that borderline 
zone of things tha t had better be disclosed.
The Wall Street Journal, by the way, had something to say the other 
day about adequate disclosure on inventory to show what has been 
done. T hat should be done, but I think it might be well to support the 
contention of a client who refuses to write down inventories where it 
really is, in effect, protected.
M r . A r n o l d : But is your inventory fully protected just because you 
say it is sold?
M r . B e a ir s t o : Y ou mean to customers? Referring to sales contracts, 
under the Treasury regulations, for instance, and good accounting 
practice, that would be restricted to sales contracts th a t are absolutely 
not cancellable. If they are cancellable, there is no protection, but if 
they are absolutely not cancellable, then you have a definite price 
protection.
M r . A r n o l d  : I think you are in the same position there.
M r. A l t m a n : May I ask you to explain how you think your “ last in, 
first o u t” method can be used to advantage outside of the petroleum 
industry?
C h a ir m a n  P e l o u b e t : I think, in any industry where there is a 
long processing period, and where the company produces or fabricates 
a basic raw material. There is no very vital difference between “ last in, 
first o u t” and base stock.
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“ Last in, first out,” I think, has a little sounder theoretical basis. 
The practical results are substantially the same. The base stock has an 
appearance of arbitrariness which you do not have in the “ last in, first 
out,” bu t exactly the same types of industries and situations are cov­
ered by each. There are many cases of companies which started with 
the base stock and went over to “ last in, first o u t” because it was a 
little simpler to apply, a little more scientific. But in essence, they are 
the same. They have the same result, as you can see.
Theoretically, if you had a base stock and if you always covered 
exactly your sales and purchases, you would still end up with a base 
stock. You do th a t on either the “ last in, first o u t” or on the base- 
stock method. The only divergencies between the two methods are 
where you go a little long or short on your materials; there the base 
stock is apparently a little more arbitrary. But the practical results are 
just about the same.
The same thing applies to the so-called replacement method. T hat is 
where you make a sale and cover it a t cost to replace the raw materials 
tha t are included in tha t sale.
But they are all just three ways of saying nearly the same thing, and 
the situations where they apply are exactly the same.
M r . B e a ir s t o : I think tha t is very well put, Mr. Peloubet. As a 
m atter of fact, it seems to me that the names of base stock and “ last in, 
first o u t” stock carry their own explanations of why they are essentially 
the same. With the base stock, the fellow is thinking more of the 
balance-sheet effect of the inventory, of getting a low value on the 
inventory, while the fellow who is talking about “ last in, first o u t” is 
thinking more in terms of income accounting and the effect of having a 
proper statement of the cost of sales on a reproductive basis, as it 
would be — th a t is, tying up the sales and the cost of sales on the same 
price level.
C h a ir m a n  P e l o u b e t  : I think most of us recognize tha t the present 
tendency is to put more emphasis on the income account and less on 
the balance-sheet. I think th a t is one reason why we come around to 
talking about “ last in, first o u t” or replacement more than we do of 
the inventory basis itself. Is there a question on that?
M r . R o l n i k : I a m  ju s t  w o n d erin g  w h e th er  th ere  is  n o t  a  g rea ter  
differen ce  th a n  y o u  im p ly .
Under the base-stock method, as I understand it, if for a number of 
years you had the same quantity of copper, say, in your inventory, 
it would be valued a t the identical value over a  period of, say, ten years; 
but the “ last in, first o u t” method would not give you tha t result be­
cause in tha t interval, if the market has been rising, your inventory of 
the same quantity of metal a t the end of the tenth year will be in your 
inventory a t a higher price than a t the beginning of the first year.
C h a ir m a n  P e l o u b e t  : I t  would also be higher if your base stock was 
originally calculated incorrectly. If it was an inventory which repre­
sented the irreducible minimum, then under “ last in, first out ” or under 
the base stock, it would still be carried in just the same way. If you set
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a base stock tha t was too high and you sold into it, then of course you 
would have a change, but th a t would not mean use of a different 
method. I t  would simply mean that you had set your base stock too 
high in quantity. Of course, nobody can do it, but assume for the pur­
pose of argument tha t you set your base stock exactly right; then you 
would have no difference, because you could never sell into it on either 
method.
The “ last in, first o u t” method is a  little more flexible because it 
provides for an automatic correction of errors in calculating the 
amount of a  base stock tha t is necessary. I think th a t is one of its 
principal advantages. Do you see what I mean?
M r . R o l n i k : I se e  th a t ,  b u t, o f  co u rse , th ere  is  th e  p o ss ib il ity  th a t  
th e  or ig in a l b a se -s to c k  p er io d  m a y  a t  so m e  t im e s  d u r in g  th e  10 -year  
p eriod  d ec lin e  to  h a lf  th e  v a lu e  an d  a t  o th e r  t im e s  i t  m a y  b e  o n e  an d  a  
h a lf t im e s  th e  v a lu e . I m ea n  th e  q u a n tity .
C h a ir m a n  P e l o u b e t : If i t  ca n  d ec lin e  th a t  lo w , y o u  ju s t  figured  
y o u r  b a se  s to c k  to o  h igh .
M r . J o h n  K. L a ir d  (Chicago): I think it might help this discussion 
if you will explain exactly what you mean by fixing the base price right. 
By what procedure do you determine the price to be placed upon that 
base quantity?
C h a ir m a n  P e l o u b e t  : I don’t  think the price is very important. Let 
us take an ideal situation again. You start your factory. I t  takes three 
months to put your product through. You buy your first raw material 
a t 10 cents a  pound. We will say you use a million pounds a month. 
Before you can sell anything, you have got to have three million pounds 
in process. Therefore, the first price a t which you can sell anything is 
the price three months after you start to operate.
You always have th a t three months’ production in there and that 
will always stay a t ten cents. There is your price and there is your 
quantity. Now, suppose a change takes place; suppose your processes 
speed up and it takes only two months. Well, th a t clearly calls for an 
adjustment of your base stock. You do not need th a t much, so you can 
sell one million pounds of tha t base stock and you make a profit on the 
ten cents. I t  is the same kind of a profit th a t you would make by selling 
scrap machinery or by selling an unnecessary piece of real estate. I t  is 
not an operating profit; it is a capital profit.
On the other hand, if your operations expanded and you had to 
double tha t stock a t a time when your raw material cost 15 cents, then 
you would have six million pounds in your base stock priced a t an 
average of 10 and 15 cents, or 12½ cents. But it is an investment.
If you are going to change over, then you can do a number of things. 
You can take cost for your price, or you can say, “ Well, we don’t  want 
too big a price; we will just knock this down to a nominal figure and put 
it in reserve.” There are many ways you can do it, bu t whatever you do 
on tha t is more or less in the nature of a capital adjustment. I t  is not 
a current transaction, and the amount of th a t capital adjustment is not 
going to affect your current operations later on.
But as a rule, the amount of your base stock or the amount that you 
would keep permanently a t the same figure in the “ last in, first o u t”
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method, is usually determined by the length of process, the length of 
time it takes to get the material, or transportation, which is a very 
important thing.
I know a firm of kid leather tanners whose process is fairly long, but 
the thing tha t really makes the difference is tha t they buy the skins in 
Africa and China and South America and the time of transportation 
is a t least as important as the processing tim e; they, in effect, have to 
keep a normal stock on the water all the time.
So you have three factors to consider—processing time, transporta­
tion, and the necessary reserve stock. There is no binding rule; it is 
just a  practical problem to be decided by the people who understand 
the operation of the plant.
S lo w -T u r n o v e r  R e t a il  C o n c e r n s
M r. S a m u e l  K a p l a n  (New York): Would you carry that principle 
of base stock a little further and apply it to a retail business, a slow- 
turnover retail business?
C h a ir m a n  P e l o u b e t : Isn’t  it true tha t in most slow turnover indus­
tries or slow turnover businesses, you work on specific items? For 
instance, take jewelry; that is a slow turnover business, is it not?
M r . K a p l a n : Let me be specific. We will take the retail hardware 
store. The Harvard School of Business Research ten or fifteen years ago 
made a number of studies. Studies were also made by—I don’t  know if 
it is the National Retail Hardware Association or its parent body or the 
publication which it publishes, but a t any rate it was one of those. 
I think their results showed that a turnover of three times was unusu­
ally good; two and a half times was considered a fair average.
Suppose we take a medium-sized firm requiring a capital of $350,000, 
carrying an inventory of approximately $50,000 employed in the 
business, keeping its accounts payable fairly up to date, though their 
accounts receivable are a bit slow, and an inventory of approximately 
$30,000 to $35,000.
The style changes there are not as radical and not as quick as they 
are in other retail lines; possibly 10 per cent. of the stock might become 
obsolete because of change in style. Sometimes it is a radical change, 
but not very striking.
The stock has remained practically a t the same value; there were no 
marked changes in market, never very radical. Why can’t  we say to the 
Government and to ourselves for credit purposes, too, tha t this is their 
basic stock, $30,000 or $33,000 or $35,000 or $38,000. There may come 
a time when, either because of changed purchasing conditions in the 
locality or some other reasons (I have in mind two very concrete 
examples) this firm will go out of business and the result will be slow 
liquidation resulting probably in a loss of 50 per cent. or more.
Would it be too radical for this industry to set up a small reserve 
year by year of 2 per cent. or 3 per cent. of what it considers the proper 
value of its stock now, so tha t in case of slow liquidation, this loss 
could be met?
C h a ir m a n  P e l o u b e t : I th in k  y o u  are q u ite  so u n d  o n  th a t , b e c a u se  
I th in k  i t  h a s  a  v e r y  c lo se  a n a lo g y  to  th e  p rob lem  w h ich  w e  h a v e  n o t
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yet discussed this afternoon, but which is a very real problem, the 
valuation of supplies in a manufacturing or mining concern. There is no 
doubt tha t you have some loss in value. I don’t  know whether it is 
depreciation or what it is, but in tha t sort of material you have some 
diminution of value. After all, a hardware store is simply a supply 
depot for a great many people; you have the same kind of supplies 
that you have in manufacturing supplies or mill supplies, and those 
things do have a slow decline in value. I t  is not exactly depreciation, 
it is not entirely obsolescence, but you know that you are not going to 
get your money out of it.
M r . R o l n i k : I t  is the difference between a going concern and a 
liquidating concern.
C h a ir m a n  P e l o u b e t : Exactly. I t  is a kind of progressive loss of 
goodwill. W hatever it is, it is a thing tha t ought to be taken care 
of.
I know some of our own clients go through their supply inventories 
and try  to recognize tha t on groups of items.
M r . K a p l a n : I t  is more real than theoretical, when you realize 
tha t you are doing business on leased premises.
C h a ir m a n  P e l o u b e t : That is the same as Mr. Rolnik’s point about 
the going concern. T hat is a very important point; I think it is a t least 
as important in considering supply inventories as it is in considering 
the inventory of a merchant in that kind of thing. I am glad you 
brought th a t up.
M r . K a p l a n : D o y o u  th in k  i t  is  to o  m u ch  to  h o p e  to  g e t  th e m  to  
co n sid er  th a t?
C h a ir m a n  P e l o u b e t : I think you can do it if you do it the right 
way, because we have had those deductions allowed on supply in­
ventories. Of course, we have not taken any overall deductions. We 
have tried to make them as specific as we could and we have got tha t 
result by careful examination and revaluation of supply inventories. 
I think, if it is handled not too scientifically, it could be done.
B a s ic  I n v e n t o r y  a s  F i x e d  I n v e s t m e n t
M r . R o l n i k : W hat do you think of taking such items as we might 
call basic inventory out of current assets? I am one of those individuals 
who claim that tha t is not current. If you are going to stay in business, 
your basic inventory is just as much a part of your fixed capital as your 
plant and equipment.
C h a ir m a n  P e l o u b e t : I th in k  th ere  is  n o  a rg u m en t a g a in s t  th a t .  
I th in k  th e ir  in c lu sio n  o f  th a t  is  a  m ere  co n v e n tio n .
Mr. R o ln ik :  The credit men and the bankers would be interested 
in seeing that you leave nothing in your inventory that cannot be 
realized in a reasonable length of time.
C h a ir m a n  P e l o u b e t : I think it is just a m atter of education; there 
is no argument or question about what you say. I t  is a fixed investment.
M r . A l t m a n : W hat would th a t do to your working capital ratio 
when credit men pass upon it as automatons, simply pass upon the 
ratio?
C h a ir m a n  P e l o u b e t : I t  is a question of education. I t  is only a c o n ­
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vention, and if you drop the convention of showing a permanent in­
ventory as a current asset, why, you naturally have to drop your other 
conventions about ratios.
M r . S t a r r : Why not include receivables? Why only inventories?
C h a ir m a n  P e l o u b e t : T hat is another old hobby of mine. We will 
put it this way: There is a marked difference between current assets 
and realizable assets. As long as you are in business, if your credit terms 
are thirty  days, you have got to have thirty  days of receivables. You 
must also have as many times your payroll in cash, and that cash is 
just as much a permanent investment.
For some of our clients we make up separate statements where we 
show the current assets tha t they have to have in their business in one 
section and we have another section of current assets which are not 
required in the business, from which they can pay dividends.
In the second section are chiefly marketable securities and cash. 
Occasionally there is some inventory in there. I think it is a  little too 
difficult and too contentious to use in reports for credit men, but in 
private reports to management, I think a split like th a t is of much 
value.
M r . A l t m a n  : How about just changing the captions there to quickly 
realizable assets?
D e f in it io n  o f  C u r r e n t  A s s e t s
C h a ir m a n  P e l o u b e t : Let's do a little bit better. Let’s go back. The 
man who best defined fixed and current assets was not an accountant 
a t all. He was a gentleman named Adam Smith, and Adam Smith’s old 
distinction between fixed and circulating capital is still the best answer. 
W hat we call current assets are what he calls circulating capital. You 
always have to keep your investment there, bu t it  goes through; 
it keeps running through. In the other section, you have your invest­
ment and it stands still.
I recommend th a t all of you read tha t chapter of Adam Smith’s. I t  is 
the clearest distinction between current and fixed assets tha t has ever 
been made, and it gets entirely away from what I always call the “ un­
dertaker’s a ttitude” of the average banker. You know what I mean, 
that he wants to see what can be picked off the corpse after it is dead. 
T hat is the usual banker’s attitude toward current assets.
I think tha t is quite irrelevant to a going concern. I t  is important, 
of course, to a concern tha t is liquidating, but I never like to see liquida­
tion statements and going-concern statements mixed up.
But I am afraid we are rather getting off the inventory subject. If it 
is interesting, it is all right, but we don’t  want to get too far away from 
inventory.
M r . K r a c k e : Your remarks and Mr. Arnold’s remarks about the 
current asset bracket lead to this thought: This two-to-one ratio, or 
whatever the credit man likes to see, is a ratio th a t takes into account 
the fact tha t there is inventory which is slow moving, but I have often 
wondered why we could not hearken back to twenty-five years ago, 
when it was not an exactly uncommon thing in balance-sheet structure 
to have an intermediate group.
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We had that middle bracket in certain cases of working and trading 
assets—the working and trading assets and then your current assets. 
I think it was the credit man who pushed us out of that.
I am glad to see the whole thing put together in a more condensed 
fashion, but there is much to be said for the old method where the in­
ventory is subject to a base stock—a large, slow-moving inventory 
which occupies a sort of intermediate position between the fixed and the 
current assets. There is a  good deal to be said for giving it a separate 
ticket.
C h a ir m a n  P e l o u b e t  : I would be glad to subscribe to that.
M r. K r a c k e : Maybe we will come back to tha t balance-sheet 
philosophy of the intermediate position of the working and trading 
assets. Of course, the credit men would have to  restate their own ratios 
—three to one, or two to one, or one and a quarter to  one, or something 
like that.
M r. G e o r g e  V. R o u n t r e e  (Chicago): May I digress for a  moment? 
I have a question which I would like to have answered.
Assume th a t we are pricing an inventory a t factory cost and tha t 
market less marketing expense is higher. Factory cost, we will say, 
consists of raw material, direct labor and factory overhead expenses 
(to make it very simple), and that results in 90 cents a unit. Assuming 
that it is a seasonal business and production has been only 50 per cent, 
of normal, we might take the fixed overhead items and charge half of 
them to average expense, like depreciation, superintendent’s salary and 
so forth. T hat basis would result in 70 cents per unit. Is it proper to 
price a factory cost there of 70 cents a unit or 90 cents a unit?
C h a ir m a n  P e l o u b e t : W hat you have to decide there is what you 
are doing. If you are spending your money partly to maintain a factory 
because you hope to use your full facilities later on, I see no justification 
for putting part of tha t expense against your current production. If 
you never expect to have a greater production and if your expenses are 
directed to your current production, then I say it  is cost. But like so 
many of these things, it is a question of intent more than anything else. 
I t  is a question of purpose.
M r . R o u n t r e e : I refer to the canning business. When crops are 
short, they have perhaps only 20 per cent. production. They hope to 
have a normal production.
C h a ir m a n  P e l o u b e t : They are not paying their money for their 
current production. They are paying their money because they hope to 
do better some other time.
M r . R o u n t r e e : We hope by dividing these overhead expenses to 
get a  factory cost tha t is somewhat comparable to what it would be 
if they had a normal production, because there is no sense in charging 
$4 a dozen when you can sell them for only $1 a dozen.
Do you agree, then, tha t it is proper to separate what might be 
termed item expense from the fixed overhead?
C h a ir m a n  P e l o u b e t  : I think there is no question about it. If any­
body disagrees with that, I would be glad to hear from him.
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M r . B e a ir s t o : We have a somewhat similar situation. We have a 
client who has been in business for years, but never operates for a period 
in excess of, I will say, three months during the year. They must have 
the plant, they must have the facilities there, but in three months of the 
year, they can manufacture a full year’s supply of merchandise.
We have always taken the position that, as we go through the idle 
periods, part of tha t overhead expense is carried along as overhead to 
be applied to production. Then during the production period, we have 
an excess overhead, far in excess of the actual overhead for tha t period, 
which we would apply to the cost of the merchandise produced. The 
Department has never questioned that.
C h a ir m a n  P e l o u b e t : That, of course, is the opposite condition, 
but the theory is exactly the same.
A b s e n c e  o f  M a r k e t
M r . S t a r r : W hat would be your thought on this: A few years ago, 
when we were in the depression, the machine-tool industry dropped to 
about 20 per cent. of normal. They had built up quite an inventory 
which they could not dispose of because there was no market.
Normally their turnover should be two or three times. Instead of 
that, they would probably have a condition where their inventory was 
double their sales for a particular year.
W hat would be your thought on the basis of pricing that particular 
inventory? You see, tha t was an inventory which would be a t cost, say, 
in a high production period, but they could not dispose of it because 
there was no market for it. I t  was not a question of the product’s being 
obsolete, because they did get together and agree not to put out any 
new models until they could liquidate some of this.
You were in a position where, if you would present a  balance-sheet, 
if you could write tha t down to market less normal selling expenses, 
why, there was no market.
C h a ir m a n  P e l o u b e t : I don’t  think tha t in a situation like that, 
there is a market. I t  would seem to me that the fairest thing to do there 
is to show it a t cost and state how the cost was calculated. The face of 
your accounts would show obviously tha t you had a very large inven­
tory in relation to your turnover.
I would like to hear from anybody who has other ideas on it, bu t I 
would think tha t you ought to carry tha t a t your cost and not adjust it, 
because you are more likely to distort the picture by trying to allow 
for an abnormal condition which you really cannot cover adequately.
I think it is better to state that there is an abnormal condition, and 
that this is the way things were before, and just in effect say th a t we 
don’t  know quite what to do about it but we give you the facts.
M r . S t a r r : Y ou se e , m o s t  o f  th e  co m p a n ie s  w ere  h a v in g  v e r y  h e a v y  
lo sses , an d  if  y o u  w r o te  th e  in v e n to r y  d o w n , y o u  w o u ld  in crease  th a t  lo ss.
C h a ir m a n  P e l o u b e t : I t  is entirely a speculative loss, because all 
you know is tha t you are not selling the machinery now. The chances 
are tha t you will sell it in a period of rising prices, in recovery. T hat is a 
very interesting and difficult question.
M r . A r n o l d : We had a similar situation in the lumber situation in
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the South in 1934. We continued to manufacture, and we carried on in 
the same way. The inventories piled up to four or five times what they 
normally were. We carried them at cost right straight through, because 
there was no market.
M r . R o u n t r e e : W hat did the bankers say about that?
M r . A r n o l d : They just had to like it.
M r . K r a c k e  : I w o u ld  s a y  th a t  th a t  w a s  o n e  o f  th o se  s itu a tio n s  th a t  
th e  w r iter  o f  th is  sh o r t a r tic le  in  th e  Wall Street Journal o f a  few  d a y s  
ago  m u s t  h a v e  h ad  in  m in d  w h en  h e  sa id  w e  w ill co m e  to  th e  t im e  w h en  
w e are p erm itted  to  s ta te  on  b a la n ce -sh ee ts  th a t  h ere  is  th e  in v e n to r y  
an d  h ere is  th e  c o s t  or th e  m a rk e t, w h ich ev er  is  low er. T h e  p resen t  
m eth o d  is  to ta l ly  in a d eq u a te  b eca u se  i t  is  c o m p le te ly  u n in fo rm a tiv e  
in  so  m a n y  cases . W e  m u s t sa y  a  g rea t d ea l m ore.
Where you have a turnover, where you have a two years’ supply— 
enough to take care of prospective sales for two years—well, you have 
an inventory and not a current asset, th a t is all.
In this day and age, there is an excuse for a real, honest-to-goodness 
footnote saying tha t while it is left in current assets, it is by no means 
in the realm of a year’s turnover. Tell the story so tha t the banker— 
I know you said that you would let him go hang, or something like that 
—so that the banker really would know what was in it, but would have 
to make his own deductions.
C o n se r v a t ism  M a y  M is l e a d
M r. R o l n i k : I don’t think we ought to let this meeting go by without 
some comment on the point that, while we accountants are concerned 
with seeing tha t the balance-sheet and the income statement do not 
overstate the net worth and income, we must be careful not to get into 
a situation where we overstate the income for the subsequent periods. 
If we reduce the inventory below the market so as to show a conserva­
tive balance-sheet for our bankers and a conservative income account 
for our stockholders, there is a likelihood that the following income 
statement will be overstated. In other words, we will have started the 
following year with an unduly low inventory, and as a result, realiza­
tion of that inventory will give us profits in the subsequent year which 
are not true profits. They are due to what I may say is a bookkeeping 
adjustment.
C h a ir m a n  P e l o u b e t : An arbitrary transfer from one period to 
another.
M r. R o l n i k : Many companies are getting into the same situation 
because they have written down their plant values so low, in some cases 
down to a nominal figure, tha t they will not have any depreciation for 
the next five, ten or fifteen years. They are going to overstate their 
income in the subsequent years and lead the unaware into believing 
tha t the concern is stronger and healthier, and the management abler, 
than they really are.
C h a ir m a n  P e l o u b e t : Y ou are familiar with the accounts of the 
American Woolen Company for the last few years, aren’t  you? That is 
probably the best example of that that ever happened.
I think that is a very important point that Mr. Rolnik has brought
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out. You can sum it up and say th is: You can always be conservative 
in a balance sheet; you can never be consistently conservative in income 
accounts. I t  is mathematically impossible.
I think we are in a t least as much danger of understating as we are 
of overstating—particularly, I would say, in regard to the S.E.C. 
I think it is quite possible tha t we may get court action where an 
investor says he has been induced to part with his securities because 
of an unduly conservative statement. I do not think tha t any action 
such as that has been brought as yet, bu t I do not think th a t it is beyond 
the realm of possibility. I am not a t all sure tha t there would not be 
some fairly honest ground for it, because after all, you are damaged 
just as much if you sell something for less than it is worth as you are 
if you buy something for more than it is worth.
U s e  o f  F o o t n o t e s
M r. K a p l a n : Mr. Chairman, referring to Mr. Kracke’s suggestion 
of a footnote, would it not be more advisable to add th a t explanation 
to the item itself in the balance-sheet?
C h a ir m a n  P e l o u b e t : Have you perused some of the footnotes 
tha t we have lately been blessed with? You would have a balance-sheet 
like a roll of wall paper. Take a look a t the Bethlehem Steel accounts. 
You have a great deal of fine type in those footnotes.
M r . K a p l a n : Isn’t  it only the investment counselor who reads the 
report of the Bethlehem Steel, or the credit man?
C h a ir m a n  P e l o u b e t  : The lawyer of the man who owns ten shares 
of stock reads it, too.
M r. K a p l a n : He would send a bill.
C h a ir m a n  P e l o u b e t : N o , he brings the suit. W hat I meant to bring 
out is tha t a corporation must protect itself by making those notes 
useful. You cannot have a summary of a  note and you cannot have a 
brief, common sense description of a thing. I t  is unfortunate, but it 
does seem to be impossible to do without them.
M r . K a p l a n : I have in mind this, Mr. Chairman: Instead of worry­
ing whether inventory, particularly of the type such as I described 
before, should be under current assets or fixed assets or variable current 
or variable fixed, why not just have plant as one asset and then list the 
others, each with its own story, without any particular heading?
C h a ir m a n  P e l o u b e t  : Would tha t not make it more difficult to read 
the statements than now?
M r . K a p l a n : Neff said the other day tha t he could boil down 2,500 
words to 250.
C h a ir m a n  P e l o u b e t : Yes, I think a lot of us saw th a t but—
M r . K r a c k e : I think it makes the balance-sheet more complete to 
introduce into it what you can. Perhaps the story could be told in a 
line or two opposite the inventory. If so, fine and dandy; do it. But you 
could not clutter up the body of the balance-sheet with a long story. 
The footnote has its place there.
C h a ir m a n  P e l o u b e t  : In one of our companies we tried to describe 
the “ last in, first o u t” method in a footnote, and it took about 150 
words.
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M r . K a p l a n : Why describe it a t all in your balance-sheet? You are 
satisfied tha t it is reasonable.
C h a ir m a n  P e l o u b e t : We haven’t  come to that point yet. We still 
have a good deal of public education to do.
I do not want to stop this discussion if any one has anything to say or 
anything he wants to d o ; on the other hand, I do not want to prolong 
it unduly. I t  is now a quarter to four and I would be glad to have a 
show of hands of those who wish to prolong it. I am prepared to stay 
as long as anyone wishes to continue the discussion. Has anybody 
anything more to offer?
R e s p o n s ib il it y  o f  A u d it o r s
M r. R o l n i k : Mr. Chairman, a t one time you delivered a paper on 
inventory before the state society here and it was a very good one, 
I might say.
C h a ir m a n  P e l o u b e t : Yes; I have made the same speech a number 
of times since.
M r. R o l n ik : Y ou discussed then the question of the auditor’s duties 
and responsibilities in connection with the physical count. I don’t  think 
we ought to leave, unless the members wish to, without going into tha t 
phase a little. Would you mind, Mr. Peloubet, giving us your ideas as 
a starter?
C h a ir m a n  P e l o u b e t  : Of course, my ideas on th a t are very conserva­
tive and very conventional. I think the auditor has a duty to do a great 
deal more work on the quantities in inventories than he will give himself 
credit for or, to put it the other way, than he will take responsibility for.
I think all of us in our work do quite a little to satisfy ourselves about 
quantities and valuations and condition of inventories. I think there 
are very few of us who care to take anything like full responsibility for 
that. Most of us do about what our firm does: we make what test checks 
we can; we go through the plants; we may even on occasion count 
something. But we state very carefully tha t we do not take responsibil­
ity for quantities or condition, and we get certificates, of course, from 
the responsible officials.
I think there is a very interesting point in connection with those 
certificates. I don’t  know whether all of you agree, bu t it has been my 
experience that it is possible to go too high for those certificates; that 
is, I would rather get a certificate from a plant manager in many cases 
than I would from the president of the company. The president of the 
company will sign what is put in front of him, and he will not have the 
intimate knowledge that the plant manager will have. The plant man­
ager will sign it, and he will know whether or not it looks peculiar on its 
face. I think th a t when we get inventory certificates, we ought to use 
a good deal of discretion as to the person from whom we obtain them.
As to the different kinds of tests you can make and all that, there are 
a great many of them, but I do not think under usual circumstances 
tha t we should take any definite responsibility for quantities.
As to valuation, of course, we can take market prices, we can examine 
the cost system, we can do many such things, but that is not exactly the 
same as valuation. I do not think the situation in tha t regard has
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changed in the last ten years. I do not think the S.E.C., as a m atter of 
fact, has any requirements about inventories a t all. They certainly 
have not done anything to stiffen the requirements, as they have with 
some other things. T hat is the general situation a t present, I think. 
I would be glad to hear from any one else on that.
As a m atter of interest, is there anybody here who does take respon­
sibility for quantities and physical condition of inventories of any of 
their clients?
M e t h o d s  o f  T a k in g  I n v e n t o r y
M r . M a r x  P . R o s e n t h a l e r  (D etroit): I can’t  say tha t we assume 
responsibility for the physical condition or count of an inventory any 
more than any other accountant or any more than we have to, but I 
have found out in tests we have made that, if you look a t the inventory 
somewhat more from an engineering standpoint than from the stand­
point of the ordinary checking clerk, we can do a much finer job on 
inventory.
We are trying to stay away from the method of walking through the 
plant and looking a t the stock room and counting the number of pieces 
that are there a t the time of the visit, and are trying to develop statis­
tical data as to the quantity, depending upon the type of merchandise 
that is manufactured or produced or both.
If you can develop an average price on the quantity of items that 
are produced or purchased and the quantity of items that are dis­
tributed and sold, you can work out an average price which we find 
will prove pretty accurate, even from a test cost system. The actual 
fixed inventory for th a t should be on hand in units.
You send a staff of men out on a job and they come back and say, 
“ We looked a t the inventory sheets, we checked the prices against the 
last invoices and we walked through the plant.” They have not found 
anything tha t they might have found if they had sat down for a day 
or two with their brains and a pencil and made a statistical analysis 
of what tha t inventory picture was. I t  will reflect not only the question 
of price and quantity, but also the so-called excess quantities in certain 
lines of the product tha t are on hand, and it will show price tendencies 
that are a  darn sight more important from the standpoint of certifying 
to the inventory.
Of course, I agree with you heartily that, if the certificate of inven­
tory is to be of any value, it should come from the man who took the 
inventory. The fellow above might just as well sign a piece of scrap 
paper.
C h a ir m a n  P e l o u b e t : I agree with Mr. Rosenthaler tha t intelligent 
deductions from records are the best thing and, of course, not neces­
sarily or not even generally from accounting records. I know perfectly 
well from the records what goes through the plants of our clients, say, 
in copper or smelting. I know they bought so much copper ore, because 
they have settlement sheets for it. Take the settlement sheets and add 
them up, and you know what the assays are; if they do not turn out 
th a t much metal within the time, you know something is wrong.
I say tha t is a pretty close physical check on an inventory, but it is
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not the same as taking responsibility for the actual count and measure. 
T hat is about your idea, is it not?
M r . R o s e n t h a l e r : We have both to test figures and to have some 
idea whether they are ten times as high or twice as high as the amount 
actually existing a t tha t place; if a t a later date somebody comes in and 
finds the inventory materially short, we cannot simply say, “ We made 
the additions on the sheet and they were all right, so we assumed the 
inventory.” Then we have a responsibility, whether or not we take it in 
the certificate, for failing to do whatever a reasonable man would do a s  
an expert in tha t position.
C h a ir m a n  P e l o u b e t : Exactly; in other words, if enough is not 
produced to account for the raw material, something must be wrong. 
You may not be able to say just what is wrong or where, but you can 
say tha t something is wrong, and it is up to the management to find out 
what it is. I think that is the general position right now of an accountant 
who is trying to do his job and also trying to keep out of trouble, which 
I think is the position of most of us.
A c c o u n t a n t  S p e c ia l is t s
M r . J o s e p h  G et z  (New Y ork): Mr. Chairman, I think tha t in some 
instances, right here in New York city in certain lines of business, quite 
a number of accountants do take responsibility for the inventory, both 
as to the quantity and as to the value. T hat particularly, I think, 
applies to the needle industry.
There the bankers and the credit grantors insist th a t the accountant 
who certifies the statement take that responsibility. Of course, doing so 
in th a t particular industry is not such a difficult problem, because the 
men who usually handle tha t work are familiar with the inventory and 
the merchandise handled, and they also find tha t the taking of a very 
large inventory does not entail a great deal of detail work—measuring 
it.
C h a ir m a n  P e l o u b e t : But isn’t  it a fact that those men are split 
personalities? They are both accountants and experts in that particular 
industry?
Mr. Getz: Well, to a degree they are.
C h a ir m a n  P e l o u b e t : A man who has an accounting practice in a  
particular trade understands three things: He understands his general 
accounting or else he would not have a degree. He understands the 
accounting of that particular trade, and he understands tha t trade as a 
business.
With a little preparation, and without much trouble, a good man can 
do accounting work for any type of industry. Not every one, however, 
could do what, for instance, a man who had a substantial practice in 
the needle trades and took the responsibility for the inventories there, 
could do. A good man, undoubtedly, could go out and make an audit 
of a steel mill, because in many ways, I think, the accounting is less 
complicated, but he could not go out and assume the same type of re­
sponsibility for the inventories in a steel mill as he does in a dress house. 
Therefore, I say, tha t indicates he has to be both an accountant and an 
expert in tha t particular industry. I do not think, regardless of how it
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is stated, tha t a man with a practice like tha t certifies to those inven­
tories as an accountant; he certifies to them as an expert in that 
industry.
I can go into a jewelry store and count diamonds; I can go in and 
weigh them by carats, and I could probably tell a  very poor diamond 
from a very good one, but I certainly could not tell anything in be­
tween, and the fact that I could certify tha t the man has so many carats 
of diamonds on hand would be, I should think, about as near worthless 
as anything could be.
Unless you know quality and condition as well, I do not think that 
you can take full responsibility. Perhaps some one else has some ideas 
on that.
V a l u e  o f  A p p r a is a l s
M r. K a p l a n : Some years ago, I was involved in an audit of a  lumber 
firm. The amount of lumber represented a great deal more than their 
own capital. The statement I drew was going to the bank, and I had 
an idea that the banker knew that my experience was limited, and I 
advised my clients to get licensed lumber inspectors to take an inven­
tory. They got two licensed lumber inspectors, and I stated right on 
the face of the balance-sheet tha t the lumber was graded and priced 
by these lumber inspectors. They got their money. I am sure tha t they 
would not have done so otherwise. I would have done them a disservice 
if I had attem pted to do it in any other way.
C h a ir m a n  P e l o u b e t  : Where you have a situation like that, where 
your clients do not have the facilities or where there are reasons why 
their own word is not acceptable, it is the wisest thing to do. I t  is just 
like any other appraisal proposition. I think your procedure was very 
sound.
M r . K r a c k e : Provided you got two or more inspectors. By chance, 
you may get a wide difference between two; I think you get a better 
result with three. The lumber company is a particular instance where 
you could not get two men to give you an estimate within tens of thou­
sands of feet, because the quantities run into many carloads.
M r . C l a r e n c e  H. K o e b b e  (D etroit): Who takes the responsibility 
for the pricing?
C h a ir m a n  P e l o u b e t : If somebody else certifies to the quantities, 
I do not think the conditions on price are affected a t all. I think you 
would apply your price just the same.
M r . M a r v y n  J. W a g n e r  (New Y ork): I think, before we close, it 
would be worthwhile to have a little discussion on the question raised 
by Mr. Kracke in his memorandum, about reducing an inventory 
from cost to market, whether we should take it item by item or in the 
whole.
I think, regardless of what is done, if there is an adjustment made, 
it should be indicated; tha t is, the method should be indicated in the 
statement. I would like to hear some other views expressed on that. 
I think it is particularly important a t this time, inasmuch as we are 
faced with the probability of some inventory adjustments a t the end 
of this year.
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C h a ir m a n  P e l o u b e t : I would like to hear from some one on that. 
Has anybody had any experience on this, or any special views? Mr. 
Kracke, would you care to amplify what you said in your report?
U n r e a l iz e d  L o sse s
M r . K r a c k e : I raised the point more to get information than to 
give information. I t  is an important point, and I do not think we can 
answer it offhand in a  general rule for all cases. But, to take a highly 
theoretical case, assume that a  manufacturer, whose principal raw 
material consists, say, of two materials, such as lumber and copper, 
bought heavily of both (not knowing what the m arket might be in a 
half year or so, but assuming tha t if one went up, the other would go 
down) and hedged. Suppose he had an inventory th a t he had paid a 
million dollars for and the inventory remained constant in its quantity. 
At the end of a period, we will say th a t half was copper and the other 
half was lumber, and one went up and the other went down correspond­
ingly. Well, he probably would say a t the end of the period th a t i t  was 
all right with him, tha t he was hedged and he had just carried out what 
he had intended. Yet the accountant would come along and say, “ Well, 
your lumber is up $100,000 on market over cost, but your copper is 
down $100,000, and we are going to write it down to $900,000. I can 
see tha t the business man would say, “ Well, th a t may be good account­
ing, but I don’t  see where it’s very good business.”
I am drawing an extreme case there to present the question of how 
far in inventory one may go. I purposely put it in with the object of 
eliciting discussion or receiving information, to see what might be the 
majority opinion among men who think of these things.
There is a good deal to say for that m an’s viewpoint. He really 
perfectly honestly considers tha t he is hedged, and in effect, he is. True, 
he has lost in one, but he has gained in the other. To make tha t man 
take a licking under cost or market, and write down the one and take 
no cognizance of the other, may very well make an improper picture, 
especially with regard to the question raised about the next period’s 
earnings. I t  definitely would make an inflation of earnings in the next 
period if he knocked it down in this period. T hat would be a very 
pointed case.
C h a ir m a n  P e l o u b e t  : I t  might have a very bad effect on taxes by 
accentuating a loss tha t you could not take and increasing a profit 
that you would have to pay taxes on.
M r . K r a c k e : I t  opens the whole question of the real accounting 
importance th a t should be given to unrealized losses as against un­
realized gains, of how far they may be judged to be applicable one 
against the other.
Not very long ago I talked to some accountants about a concern that 
held large investments in a utility holding company that had a street 
railroad and also had an electric light plant. There was no doubt 
that the street railway property had gone down in value; it was not 
producing revenue. But the other had been a very good purchase and 
was manifestly worth more than the money they had put into it. I t  
was a high earning property in a good locality. The question came up,
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should they write down the investment in the street railway against 
earned surplus without any cognizance being taken of the other?
There you have th a t same question of the contra-applicability of 
unrealized increment and unrealized detriment. My purpose in raising 
the question was more to find out what is in the minds of men than to 
give my experience or any information on the thing.
C h a ir m a n  P e l o u b e t : Has any one else anything to offer?
M r. A r n o l d : In connection with Mr. Kracke’s report, it seems to  
me to be just a question of raw materials. One goes up and one goes 
down, but both are parts of a finished product. There doesn’t  seem to 
be much justification for writing down inventories when both of them 
are going to wind up in your finished-goods account.
C h a ir m a n  P e l o u b e t : My own feeling is that, if there is any excuse 
a t all, any possibility for maintaining your inventory on some cost basis, 
you are better off. I feel that, if you cannot maintain your inventory on 
a cost basis, an adjustment from that is no part of the operating account, 
and tha t such an adjustment should be examined very carefully to 
decide whether it may not in fact be a surplus adjustment.
N a t u r a l  B u s in e s s  Y e a r
M r . K a p l a n : Before we adjourn, do you mind if I do a little propa­
ganda for another committee? One means of partially meeting this 
inventory problem is to go out of your way to stress the natural business 
year.
C h a ir m a n  P e l o u b e t  : I think tha t is very important.
M r . K a p l a n : The change generally means a great deal of extra 
work, but in the long run, I think we will get it back.
C h a ir m a n  P e l o u b e t  : I think the inventory question and the natural 
business year question are very closely bound together and, of course, 
the low inventories are probably the best argument for changing over. 
I think the two are very closely related, and I am sure we are all quite 
enthusiastic about the natural business year. Is there any more 
propaganda?
Before we go, gentlemen, I think we ought to express our appreciation 
to Mr. Kracke for his work on this report. I think it is a very annoying 
report in some ways because it raises a lot of questions and doesn’t 
answer any of them. But it does show, seriously, a great deal of very 
careful and very constructive thought; it shows a great deal of open- 
mindedness on this question, and I assume it will be printed somewhere. 
I t  is worth our study. I think we should recognize the splendid work 
Mr. Kracke and his committee have done for several years.
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Education for the Accountant
A  Round Table
Th e  m e e t in g  convened a t  2:30 P. M . on O ctober 20th  a t  the  W aldorf-A storia, N ew  York, w ith M r. Jacob  B. T ay lor, of 
Colum bus, Ohio, presiding.
Ch airm an  T a y l o r : I might tell you briefly that since Mr. Fernald 
has had a keen interest in accountancy education, as evidenced by the 
work th a t he has done in the New York State Society, I have asked 
him today to discuss this subject from the standpoint of the practitioner, 
and I, being a university instructor, will discuss it from the viewpoint 
of the educator. Thus, we shall have a t least these two points of view 
represented.
When the committee asked me to take this round table, I quickly 
assented because, having been in university work for some sixteen 
years, I feel th a t we need to create a  vital interest on the part of the 
large body of practising accountants in the program of education in 
this country, and I have some things that I should like to say in tha t 
regard in the short paper which I shall read today.
I have purposely made some provocative statements and I am 
hoping th a t Mr. Fernald will drive out straight from the shoulder also, 
so th a t we may present this question to you definitely. I hope those of 
you who care to will take an active part in the discussion. I think we 
should have an extremely interesting discussion of this subject.
Mr. Fernald, I should like to have you read your paper first, and so 
I give you the courtesy of the floor. Gentlemen, Mr. Fernald!
A P ractitio ner’s  V ie w s
M r . H e n r y  B. F e r n a l d  (New York): In this discussion of account­
ing education, I shall deal primarily with desired results, rather than 
with educational methods by which such results may be obtained. If 
we can envisage clearly the results we are striving to obtain, we can 
then better consider the methods to be adopted. While the desired 
results can only be obtained if there are practicable methods of achiev­
ing them, we do not want to become so absorbed in consideration of 
methods tha t we lose sight of objectives.
Furthermore, I shall limit my discussion to consideration of education 
for the public practice of accountancy. There is properly a demand for 
accounting education for those who do not intend to engage in public 
practice but wish their accounting education to fit them for employ­
ment in business organizations. If we can have clear concepts of what 
is desirable for those who will enter public practice, this will give cer­
tain standards from which to develop the differences which may exist 
between these and the requirements for general business education.
In any discussion of education we always have the question of where 
the line should be drawn between the education which should be 
obtained in early years through planned courses of study—whether
364
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within or without institutions of learning—and that education which 
should follow in later years. No one becomes a really educated man if 
his education stops when he leaves school or college. This is true 
whether he leaves school while in the lower grades or continues through 
post-graduate degrees. There is much of education which can come 
only as study is done with a mind matured by the application of its 
knowledge. Not all study is from books, bu t no one can get the full 
benefit of the best thought of today and of the past without book study 
in his later as well as in his earlier years. So I shall here take it for 
granted th a t accounting education is recognized as extending far be­
yond what may be embraced in scholastic courses. One of our standards, 
then, is to have that scholastic education which shall best serve as the 
foundation for further education in later life.
E ducatio n  a n d  E x p e r ie n c e
A t the same time we have another standard which cannot be ignored. 
T hat is the standard of a scholastic education which will enable a young 
man to get and hold a job while he is building up his education. We 
need not apologize if we recognize some utilitarian aspects of educa­
tion. After all, education is of little value unless it enables a man to lead a 
better and more useful life in this world. We need to  apologize only if we 
let down to standards of mediocrity. We can recognize the value of the 
trade school without feeling that education should stop when the trade 
school has brought the young man to the point where he can get a  job.
To illustrate this, let me say tha t I have the greatest respect for the 
value of the good, practical bookkeeping course tha t will qualify the 
young man to go out and take a routine bookkeeping job. This is a fine 
thing for many young men to have. Many of them undoubtedly need 
this to enable them to earn a living. This may be the best thing for many 
young men to do, and probably it will do them no harm to have such a 
course and to have actual bookkeeping experience, provided it does not 
mean th a t accounting education will stop there. I am not trying to say 
that the best thing for every young man who aspires to be an accountant 
is to take such a course and leave school to get practical experience. I 
will say, however, there are many worse things he could do—but he 
m ust a t the same time keep alive his determination to get the fuller 
education essential to a mastery of the subject. We know, too, many 
cases in which men have benefited because their later studies were piled 
on top of some practical experience.
Undoubtedly this same thought which I here express with regard to 
a practical bookkeeping course must be, to some extent a t least, applied 
to our scholastic courses in accounting. No man will master the practice 
of accounting purely from textbook study. He must have the experience 
of meeting the practical problems as they arise in accountancy practice 
in a way which is very different from anything tha t textbooks or 
accounting lectures can give. Practical experience must therefore come 
to the young man before he can master the subject. Furthermore, we 
know that ambitious young men usually wish to qualify themselves 
a t the earliest practicable age to earn a living. Give them full credit for 
a desire for ultimate mastery of the subject. Nevertheless, there is the
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entirely proper desire to find employment and to let some of their study 
and education come later.
I shall not here try  to discuss the merits of the English apprentice­
ship system as contrasted with the scholastic educational system which 
we have and are developing in this country. I shall rather deal with 
the situation as it exists, and as I think it probably will continue to 
exist here, where the young man takes his scholastic accounting 
courses, expecting them to bring him to a point where he can hope 
tha t he will be paid for services he renders instead of expecting tha t he 
will pay for the instruction given him during an apprenticeship as he 
would in England.
The young man seeking employment can expect to obtain it only 
if the employer considers that the young man has the education, ex­
perience, ability and character which will enable the employer to use 
him advantageously on profitable work. This does not necessarily mean 
tha t the employer will never hire any one who will not be valuable from 
the first moment he steps into the office. The employer must expect to 
have a reasonable period elapse before the new employee can be worth 
enough to him to offset the bother and difficulty and carrying charges 
of training him. Different employers may have different standards of 
what is a reasonable period to allow for this, and any particular em­
ployer may set up different standards from time to time as circum­
stances vary. Furthermore, the employer’s estimate of the ultimate 
value of the man as a member of his organization may greatly influence 
his judgment as to the amount of time, expenditure and energy he is 
willing to give to a training period. I t  is necessarily the employer who 
must judge, because it is the employer’s money tha t will be spent in 
this process. The prospective employee, of course, has no less freedom 
of choice in deciding whether or not he wishes to accept the terms and 
conditions of the particular employment and whether he wishes to enter 
the service of the particular employer.
Let us admit frankly that as employers we are never 100 per cent. 
right in all our employment selections. We do make mistakes. 
We employ some men and recognize later tha t the time and money 
spent for them has been largely wasted. We fail to give employment to 
some men and wish later we had done so. However, no one is more 
anxious than the employer to get men of education and ability who 
will prove to be valuable employees or partners in the practice of 
public accounting.
I believe we will all agree tha t our schools and colleges cannot turn 
out young men thoroughly qualified for public accounting practice. 
The laws and the educational authorities of this and other states 
recognize this fact in their requirement for a period of practical ex­
perience in addition to the educational qualifications necessary to 
obtain the certified public accountant certificate.
In our further consideration of this subject, let us recognize then (1) 
that accounting education is not to come wholly from scholastic courses; 
(2) tha t mastery of the subject will come only from a combination of 
book study and practical experience extending far beyond scholastic 
years; (3) tha t there is a problem of qualifying the young man for
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employment during the period when foundations are being laid for 
further study.
N e w  Y o rk  Society  S u rv ey
Before expressing my personal thought on some of the points here 
involved, let me refer briefly to the recent report of the committee on 
education of the New York State Society as it evidences an expression 
by employers as to the educational qualifications which they, as prac­
tising certified public accountants, consider essential in those entering 
their employ.
1. Educational qualifications which certified public accountants consider
that those entering their employ should have, as evidenced by the com­
mittee report.
The report of the committee on education of the New York State 
Society, prepared as the result of replies to a questionnaire, summarizes 
the thought expressed in 24 replies from those who may be considered 
representative practising accountants. W ithout trying here to duplicate 
the entire report, I briefly summarize some of its conclusions as follows:
There was a general emphasis on the importance of education, even 
more than on practical experience. A general college education, in 
addition to a technical accounting education, was a basis for decided 
preference.
There was practical unanimity on the importance of the technical 
subjects of theory of accounts, practical accounting, auditing theory 
and practice, commercial law, professional ethics, and corporation 
finance.
Arithmetic, algebra and geometry were generally considered essen­
tial, with particular stress on—
Soundness of mathematical thought in analysis and solution of 
problems
Accuracy in performing mathematical processes 
Form and arrangement of mathematical solutions 
Ability to perform the ordinary mathematical processes rapidly 
and accurately, without mechanical aids
Stress was also placed on—
The grammatically correct use of English
The ability clearly, correctly and concisely to express thoughts in 
writing and orally 
The ability to read books and documents with care and discrimina­
tion to get the ideas contained therein.
M any urged as important, though not essential: economic theory, 
statistical theory, budgeting, logic, psychology, handwriting, geogra­
phy, history, research methods.
A few urged as important or valuable: higher mathematics, foreign 
languages, physics, chemistry, mechanical drawing, experience in the 
use of mechanical equipment, such as adding and other computing 
machines.
Apart from the first group above, we might say that there was no
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general consensus as to the further subjects mentioned but that there 
was repeated emphasis on the importance of a general well-rounded 
education in addition to education in the particular accounting sub­
jects.
From the negative standpoint there were repeated criticisms of 
deficiencies in English, elementary mathematics and handwriting, 
of lack of ability to think clearly, analytically and practically, and of 
lack of ability to make a practical application of theory. There was also 
the criticism that young graduates often lack industry, patience, con­
centration, courtesy, tact, initiative, and a sense of responsibility.
The replies particularly emphasized the value of education and in­
dicated appreciation of what our educational institutions have done 
and are doing. There was a decided preference for those who had not 
merely the technical, but also the broad, general education. The 
criticisms are simply an expression of the thought tha t there can be a 
betterment of what is now recognized as good.
In preparing this questionnaire and in presenting its report, the 
committee was conscious of its limited scope. There have been some 
definite criticisms of the report for tha t reason. I t  has been suggested 
that there is a need for further exploration of the subject in order to 
bring out the opinions of employing accountants on a variety of ques­
tions. Some would investigate personal characteristics and mental 
aptitudes and habits of thought. Others would like expressions re­
garding additional courses of study. Perhaps all of this should be done. 
However, the report has served to reveal a consensus of opinion on 
some matters and also to bring out a variety of opinions on other m at­
ters. This seems of value even though the present report may later be 
superseded by more exhaustive inquiries.
2. M y personal thought on some of these problems.
In the report, the committee (of which I was a member) has en­
deavored to set forth a representative opinion from all the replies, even 
though such opinion might not coincide with the personal opinions of 
individual members of the committee. There was no attem pt to make 
the report an expression of what the committee believes employers 
should want. The facts as to what employers require are important to 
the young man seeking employment. I t  is also important to those who 
are trying to prepare young men to obtain employment. Even though 
we may be convinced tha t employers are not always setting the best 
standards, still we must know what their standards are, in order that 
we may better try  to bring them to our ways of thought. In any event, 
the young man seeking a job is not in a position to argue with a pro­
spective employer as to whether or not that employer is right in the 
standards he sets.
In judging the standards which employers may set we must recog­
nize two features: First, there is a great difference in the nature and 
scope of practice in accounting offices. The accounting firm with clients 
in international business may naturally lay greater stress on an appli­
cant’s knowledge of French or German or Spanish than will the firm 
with a practice limited to this country. The accountant with clients in
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the chemical industry may place value on the knowledge of chemistry 
that other accountants may not consider of any importance. So, we 
might follow through and find an entirely natural and proper ground 
for the diversity of opinion among employers as to the relative impor­
tance of particular subjects. Second, we must recognize differences in 
the personality, education and experience of various employers. The 
man who has not himself had higher mathematics, scientific laboratory 
work or foreign languages may quite naturally say tha t he does not 
feel these are important, whereas the man who has had these studies 
and has proved their value in experience may emphasize their impor­
tance. (Parenthetically, however, I may note tha t in the replies to the 
questionnaire, some of the strongest expressions as to  the value of a 
general college education came from those who are not themselves 
college graduates.)
Accordingly, I think we shall never have complete unanimity of 
thought among employers regarding the educational requisites of the 
young men who seek employment with them, and I believe it is well 
tha t this be so. I think it would be most unfortunate if we had a single 
pattern into which every accountant should be cast, with no place in 
the profession for the man who did not conform to th a t exact pattern. 
I t  would be unfortunate for the profession, it would be unfortunate 
for us in our individual offices, and it would be most unfortunate for 
the young man seeking employment.
As long as there are going into the accounting profession young men 
of different mental aptitudes and characteristics and with differences 
in their early environment and experiences, there must inevitably be 
some differences in the education which each most needs to fit him for 
his business or professional life. If, then, we can recognize certain 
studies as essential or important to qualify the young man to enter the 
public practice of accountancy, we shall be in a position to have these 
as required studies and leave much latitude as to other studies.
V a l u e  of V a r ie d  S t u d ie s
Personally, I am impressed with the wide range of knowledge which 
can be of practical value in public accounting. I t  seems to me there is 
almost no subject which a man could study which might not a t some 
time and in some way prove of practical value to the accountant. In 
my own experience I have found real practical value in chemistry, 
physics, geology, modern languages, and even Latin—because my 
Latin was a good foundation for Spanish. No one of these studies have I 
not a t one time or another been glad to have had in college. Analytical 
geometry or conic sections has been of definite value in preparing and 
studying graphs. Higher algebra has also been useful. Sometimes I use 
logarithms. I rarely, if ever, use calculus and never use theoretical 
astronomy, but I am satisfied that my study of them has given me an 
understanding of mathematical principles which has been of inestimable 
value in my accounting work. The training I had in the physics labora­
tory has enabled me to recognize the distinction between facts observed 
and conclusions drawn. I cite these not to emphasize my personal expe­
rience, but because I have been amazed to find tha t many of the sub­
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jects which I studied in college, with no thought of their future useful­
ness, have proved in experience to be of incalculable value. I should 
like to cite the case of a brilliant classical student who found his knowl­
edge of Greek of real value in a bank where there were many Greek 
depositors.
When I entered college I had behind me not merely the experience 
gained by working during school vacations, but also the experience of 
having been out of school for a while, employed as office boy, as stenog­
rapher and in bookkeeping work. My study of economics, I am sure, 
meant more to me because of this practical acquaintance with business, 
and when I came out of college I did not have to go through a period 
of learning what business was and how it was conducted. I think every 
young man of my time who had similar experience found upon 
graduation tha t it  gave him a definite advantage in getting employ­
ment. Recent statistics show a more rapid rise for those who took 
evening courses in accounting and worked during the day than for 
those who went directly through the day courses. We cannot lay too 
much stress on such statistics, because the man who is willing to work 
during the day and study a t night in order to fit himself for advance­
ment is sure to succeed. For this reason I should like to see an arrange­
ment, if possible, where the young man studying accounting could so 
arrange his course tha t he might be available for employment during 
the busy winter season when accountants can use temporary men.
V a l u e  of B u s in e ss  S e n s e
This leads to consideration of another feature. Grant th a t there is a 
place in accounting for those who are simply technical experts. Un­
doubtedly, there is a place for the man who thoroughly understands the 
technique, formalities and methods of accounting. Nevertheless, we 
must recognize th a t an accountant can render little service to his 
client unless he has a clear conception of the principles of profitable 
business administration. The business man struggling with the problem 
of trying to make his business earn a profit will find something lacking 
in the accountant who has no comprehension of such problems. A 
mastery of technique will not make up for lack of practical under­
standing.
The accountant should have the so-called “ money sense,” an under­
standing of what money can do and what a dollar is worth. He must 
not think of dollars as representing certain figures on paper with a 
dollar sign before them. I know of no way in which a man can get this 
dollar sense except by active participation in business transactions. I 
think my own understanding of the advantages of volume production 
came largely through a boyhood experience. When I was eleven I had to 
drive our cow out to pasture each day, without receiving any pay for 
the work. Then, for 15 cents a week, I started driving a neighbor's cow 
to pasture a t the same time. Soon still another neighbor's cow was 
added to the group, thus increasing my income to 30 cents a week. So I 
had 30 cents a week of income, without a great deal more time and 
effort than tha t which had yielded no income to me. I think nothing I 
ever got from books equaled the practical concept of volume production.
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which came of my own experience. At the same time I readily admit 
tha t I would not have understood this as being an experience in volume 
production and might not have understood how the same principle 
applied in industry, if I had not had the book study on top of the 
practical experience.
Accordingly, then, my own personal experience and the observation 
I have had of the experience of others leads me to emphasize two fea­
tures : First, the broad field of knowledge which can be of practical 
value in public accounting; second, the value of book study piled on top 
of practical business experience.
3. Some criticisms of accountants' education:
In presenting these criticisms I am not referring to methods of in­
struction or plans of education, but to features which we find lacking 
in the education of some of our young men who have been through the 
schools. Fully aware of the outstanding examples of young men whose 
education leaves nothing to be desired, we note these deficiencies in 
others. I also wish to emphasize my own uncertainty as to how far our 
schools can go toward bringing every young man up to the desired 
standard. Of course, I do not blame the schools if they are unable to 
attain the impossible, but I believe the chances of maximum attain­
ment are greater if we have a definite goal in mind.
(a) There is a lack of exactness and accuracy and a lack of soundness 
of mathematical thought. This applies not merely to the final 
results of mathematical problems, but also to the methods of 
working out those results on paper. I have been surprised a t the 
number of young men who do not know of their own knowledge 
that 2 and 2 are 4. Many feel they know this simply because 
their teachers and their books have said it. They have never had 
their minds grasp as an inherent and inevitable fact tha t 2 and 2 
are 4. I have even found young men who admitted that they 
were not sure .that 2 and 2 might not possibly be something 
different from 4. Many of them grasp eagerly for the alternative 
tha t 2 and 2 are 22 by substituting a concept of figures on paper 
for actual facts and disregarding the decimal principle in our 
system of numbers. All of this leads to a fog of uncertainty in 
dealing with figures in mathematical solutions.
There is a lack of the understanding of the equation and the 
inevitableness of its results.
I am not discussing my own ideas of why this is true. I am simply 
urging recognition of the fact tha t although this mathematical 
exactness and understanding may not be essential in every field 
of activity, it is indispensable to one who expects to be successful 
in public accounting.
(b) There is a lack of ability to express thought clearly and accurately 
in written and spoken language. I have found many who seemed 
much surprised that accountants emphasized the importance of 
this. I am not speaking here of the ability to do what we might 
term “ fine writing.” Perhaps it is a handicap to an accountant if 
he feels that each thing he writes must be a literary masterpiece.
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He does, however, need the ability to state his thought in writing 
so clearly that the reader can understand it readily.
(c) There is a lack of ability to read rapidly and comprehendingly 
what others have written. The accountant who is a slow reader 
is greatly handicapped in the review and understanding of the 
vast amount of material which he must follow if he is to keep 
abreast of his profession. He is likewise handicapped when faced 
with the great volume of written m atter which must pass under 
his review when he is making an audit. The man who finds 
reading a slow, laborious task is a t a great disadvantage com­
pared with the man who reads rapidly and retains what he reads.
I mention these three particular points because I feel tha t the man 
who has sound mathematical concepts and habits of mathematical 
accuracy, who can express himself clearly and concisely in writing, and 
who can read rapidly and comprehendingly, can probably make up in 
later life for any deficiencies in his early accounting education, whereas 
the man who does not have these abilities, but simply has a limited 
amount of technical education, can never rise high in the profession.
C haracter  a n d  E ducatio n
I have been speaking of accounting education as a process of acquir­
ing knowledge, or of laying the foundations for acquiring knowledge, 
or of ability to use the knowledge acquired. But I am sure none of us 
believe that any amount of knowledge or ability can take the place of 
sound character and right standards of conduct. I do not know how 
much our schools can do to implant the fundamental ideas of honesty 
and integrity, industry, responsibility, sobriety and gentlemanly con­
duct, but I feel sure they want to do all they can. These alone are not 
enough to make a man an able accountant, but these he must have as a 
foundation for success in accounting.
Also, he needs clear concepts of business principles. He should under­
stand the business problems as they exist in the world today and not 
simply have some theoretical concepts of a business world which has 
no real existence. He should rightly have his hopes for a better world 
which he expects to help bring about as he himself takes the burdens 
and responsibilities of helping to make such a world. He may hope to be 
a better employer than some he knows, but he should expect to do this 
only as he is able and willing to assume the burdens and responsibilities 
of being an employer. He should realize that it is mental incompetence 
or dishonesty to espouse theories of employment which he could not or 
would not adopt if he were an employer. He may envisage himself con­
ducting business in a more efficient manner than many he sees, but he 
can make this vision real only if he has the ability to employ labor, 
materials and capital to the best advantage. Unless and until a young 
man has this point of view he cannot hope to win the confidence and 
respect of those who are conducting business affairs. A mere mastery 
of theory and technique will not take the place of this.
While nothing can take the place of character and sound business 
principles, these are not the only distinguishing attributes of an account­
ant. So, in our discussions of accounting education we must direct our
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attention to the particular qualities which make the educated account­
ant and distinguish him from educated men in other fields.
C h airm an  T a y l o r : Thank you, Mr. Fernald. As I said a t the out­
set, I asked Mr. Fernald to speak as a  practitioner, so that I might 
speak as an educator and, thus, without overlapping give you two 
points of view.
I make no apologies for present-day collegiate education in account­
ancy. Nor do I consider that those who spend the major portion of their 
time and energies as university instructors in accounting need in any 
sense be on the defensive because of the work which is now being done. 
I do feel, however,—and I believe this view is shared by practically 
every college teacher of accounting in the country—that perhaps the 
most wholesome situation possible would be that where those actively 
engaged in the practice of accounting would take an active interest in 
the educational programs of the colleges from which prospective ac­
countants are graduated in such large numbers. I t  seems inconceivable 
that practising public accountants can longer hold the attitude of 
aloofness and indifference toward existing educational programs for the 
embryo accountant. Since public accounting firms are continually 
adding great numbers of college graduates to their staffs as junior 
accountants, it would seem imperative tha t these firms should start 
asking questions about the collegiate training which the aforesaid 
graduates are receiving.
May I interrupt here to say tha t I use the words “ college” and 
“ university” in the broad sense to include any institution which is 
teaching beyond the high school and is training people for the profes­
sion, in the same sense that the Institute’s committee on education 
defined the word “ collegiate.” I am not making it restrictive and I 
trust tha t those of you who are interested in institutions other than 
the formal type of college and university will know that such institu­
tions are included.
T h e  C urriculum
Would it not be desirable for a prospective employer to know at 
least these things about the college or university from which the stu­
dent, whom he is about to employ, has been graduated?
1. W hat of the courses and their content? Do they cover an accepta­
ble range of professional subjects in addition to the very necessary 
time which must be devoted to cultural subjects? The 1937 report of 
the committee on education of the American Institute of Accountants 
carries a recommendation which indicates the amount of time in semes­
ter hours which should be devoted to all of the phases of a well-rounded 
curriculum for the student majoring in accounting. I t  can hardly be 
denied tha t a well-developed training in accounting would require the 
completion of a program which embraces fields of study a t least as 
adequate as those recommended by the Institute’s committee on 
education.
I t  appears tha t public accounting firms, in self defense, should in­
form themselves as to the character of the training of their prospective
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employees in accounting and other subjects. Where this information is 
not secured and it later develops that the graduate has received an 
inadequate training for the profession, the responsibility must rest in 
some measure with the employing firm for its failure to ascertain what 
the training was before employment. If public accounting firms insist 
on employing graduates of colleges of liberal arts who have had little or 
no training in accounting and who cannot be said to be, in any sense, 
adequately trained for the profession, the general indictment by these 
firms that collegiate education in accountancy is a failure, if based on 
these grounds, cannot be considered with any degree of seriousness.
T h e  F aculty
2. W hat of the faculty personnel? W hat has been their academic and 
professional training? The m atter of determining the capabilities of 
the instructional staff of any educational institution whose students are 
being considered for employment is not a difficult matter. As in the case 
of courses and their content, library and laboratory equipment, and 
financial resources, the standards governing this item can and properly 
should be set by the American Institute of Accountants. Then, if such 
standards are set, public accounting firms should insist that the colleges 
and universities whose accounting graduates they employ meet these 
standards.
However, it should not be assumed that, merely because a man holds 
academic rank in one of our collegiate educational institutions he is 
totally unfamiliar with the practice of accounting. On the contrary, if 
one took the trouble to inquire into the situation, he would discover 
that, particularly in the larger colleges and universities, practically all, 
if not all, of the senior members of the staff are certified public account­
ants. In addition, these men are found to be active in the state societies, 
the National Association of Cost Accountants and the Institute. Most 
of them have had a wide variety of experience and their practical con­
tacts continue along with the teaching. Practically every college or 
university in the country offering instruction in accounting permits and 
in many cases encourages participation in practical accounting work by 
members of the accounting instructional staff. The experience thus 
obtained by instructors ranges from small, routine audits to large 
engagements which call for system design and installation, refinancing 
investigations, and so on. In certain cases, universities have been willing 
to permit instructors to be absent on leave for a reasonable period of 
time in order to engage in some worthy practical accounting project.
There can be no debate on the subject of the desirability of those who 
teach accounting being thoroughly familiar with the practice of ac­
counting, and that this familiarity be retained by constant excursions 
into practice and continuous contact with practical institutions. If those 
who are engaged in university teaching have received the proper type of 
academic training coupled with the needed practical experience and are 
able, necessarily, to impart the knowledge thus gained to those who 
sit in their classes and who aspire to be practising accountants, it seems 
likely tha t excellent results will be obtained. Knowing the field of 
university education in accounting from a long period of observation
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and study, it is my opinion that it cannot be said that such a condition 
is nonexistent a t the present time.
R eso urces
3. The question might well be raised a t this juncture that, granted a 
university department of accounting has an excellent set of courses and 
that it is manned by a corps of well-qualified instructors, are the finan­
cial resources, the library and laboratory equipment sufficient to insure 
that an adequate educational program in accounting can be main­
tained? In these days of constantly increasing enrollments, a severe 
strain has been put upon the physical facilities and the more or less 
meagre financial resources. With an increased burden being placed on 
the instructional staff because of large sections, problems of accounting 
instruction are not made simple, nor are the chances of turning out 
adequately prepared embryo accountants greatly enhanced. I t can be 
said with little fear of contradiction that it will be simpler to secure an 
adequate program of courses and a well-trained staff to teach these 
courses than it will be to provide an adequate physical and financial 
setting in which to train our students in college courses in accounting. 
This is a problem to the solution of which public accounting firms can 
and should devote their time, energies, and resources.
A S ug g ested  P rogram
The program of accountancy education which I should like to present 
to you would embrace the following:
1. The adoption of the report of the committee on education by the 
Institute as the first definite step of that representative body of practi­
tioners in a program of aggressive action and support of collegiate 
education in accounting. The report of the committee on education says 
in part " th a t in view of the character of the work of public accountants 
and the responsibilities placed on them, four years of collegiate training 
beyond the high school should constitute a minimum educational 
requirement for the practice of professional accounting.” After defining 
what the course should be, in the m atter of semester hours, the com­
mittee suggests that if granted approval by the Institute it hopes to 
proceed in the near future with the following projects:
‘‘(1) An attem pt to develop, formulate, and present in an early 
report, a set of standards to be used as a basis for measuring or rating 
the various schools offering professional training in accountancy.
  “ (2) Beginning with the scholastic year 1940-1941, the establish­
ment of ratings of the various schools offering professional accountancy 
training courses.
" (3) Cooperation with the universities in the guidance of research 
undertaken by students of accounting.”  
If such a program were adopted by the Institute and colleges and 
universities offering courses in accounting were given active, enthusi­
astic, and sympathetic assistance by practitioners as a group, the pro­
fession would gain in the same measure th a t the medical and legal 
professions have profited through the active support and assistance
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which they have given to education in their respective cases. The 
awakening of a professional consciousness in the accounting neophyte 
may well begin with the start of his training in the university. If this 
be true and if the academic training furnishes the foundation for the 
equipment which will be added through practical experience after 
college, the practitioners who make up the profession should start 
having a voice in the drawing of plans for the foundation and supervis­
ing, even though somewhat remotely and indirectly, the construction 
work when it is undertaken.
2. If the existing departments of accounting instruction of our col­
leges were examined and rated as “ satisfactory” or “ unsatisfactory” 
and the elements of defect pointed out for remedy, it would be possible 
to select the leading ten or twelve departments over the entire country 
and concentrate the immediate attention of the Institute upon these 
institutions to develop a plan of accountancy education which could 
later be adopted by all accredited departments. I emphasize that any 
expenditure of effort or money should be made on existing departments 
and not on new schools which might be created to act as leaders in 
training accountants for the profession.
I t  would not be difficult to find ten colleges or universities offering 
accounting instruction of such high calibre that they could be selected 
as the basis of an experiment to develop a set of standards for all educa­
tional institutions that purport to train accountants for the profession. 
I t  so happens that the ten best-known university departments of 
accounting are separated quite widely geographically and any effort 
spent in improving the methods of instruction in these schools as 
centers would have a distinctly favorable effect on the colleges and 
universities in their general vicinity.
In the colleges and universities which could be listed as among those 
leading in accounting instruction, a full curriculum leading toward a 
degree with a major in accounting and graduate work in accounting 
beyond the baccalaureate degree are offered. Theirs is no half-way 
gesture toward accounting training on the collegiate level. The curricu­
lum embraces a full program of courses in accounting; collateral courses 
in corporation finance, business law, marketing, industrial manage­
ment, public finance, statistics, money and banking, mathematics and 
fundamental economic theory; and in addition the so-called cultural 
or broadening courses of English composition and English literature, 
history, political science, philosophy, foreign language, and basic 
courses in one of the sciences.
Upon the successful completion of a program of studies such as that 
outlined above, it can be asserted that the student is prepared not only 
for the accounting profession but also for a rather useful career as a 
member of society. Criticism could and should be leveled a t any pro­
gram of education for the prospective accountant which does not look 
to the development of his general education as well as provide him with 
the educational tools of his profession. This balance in the curriculum 
should be prescribed in any system of rating which may be developed.
3. The ideal program of education for the profession might be out­
lined as follows:
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(a) The completion of a four-year curriculum in accounting in 
an Institute-accredited college or university.
(b) The curriculum in accounting, in addition to being “ bal­
anced” in the sense just described, should provide for the with­
drawal of qualified senior students in the winter quarter of their 
senior year on what is known as “ field work.” There are certain 
universities which, a t the present time, are operating such a field­
work plan. Through the cooperation of large firms of public ac­
countants in the metropolitan centers qualified students in their 
senior year are permitted to withdraw from the university and 
accept employment as junior accountants on the staffs of these 
public accounting firms during the months of January, February 
and March. In April, the students return to the university and 
complete their courses, being graduated usually a t the end of the 
summer quarter.
The advantage of such a plan is to give the student practical 
experience while yet a student in the university and which ex­
perience may be drawn upon with much profit in the course of 
completing his studies in the two quarters which remain before 
graduation. Having observed the field-work plan in operation for a 
period of ten years and in cooperation with a number of public 
accounting firms located in New York City, Cleveland, Detroit, 
Toledo, Dayton and Cincinnati, I can say without qualification 
that it is a complete success.
If the students sent on field work are selected with great care, 
strict attention being paid to those personal characteristics which 
are requisite to success in public accounting, as well as to the 
necessary record of high scholarship, little fear need be enter­
tained for the outcome of the venture. Students so selected in the 
past have universally satisfied the public accounting firms by 
whom they have been employed. Invariably, upon graduation, 
they return to the public accounting firm with whom they have 
had their field work experience, as permanent members of the staff.
(c) There should be provided a fifth year’s course in accounting 
leading to the M aster’s degree. This course should be so designed 
that it would be attractive to college graduates who have had 
several years experience on the staffs of public accounting firms 
and who feel that they can continue their study, after being sea­
soned in practice, with much profit. The basis for such graduate 
study is already provided in most of the larger universities and 
a limited amount of assistance and encouragement could easily 
bring the full program into existence.
If the Institute or the larger, leading public accounting firms 
were searching for some means by which they could give tangible 
support to programs of accountancy education, the most fruitful 
field would lie in endowed scholarships. There could be created in 
the larger universities, where a graduate program of accountancy 
education could be supported, a series of scholarships or fellow­
ships which would be open to qualified graduates of Institute- 
accredited colleges and universities as majors in accounting and
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who have been engaged in public accounting practice and are now 
prepared for continued study on the graduate level.
I t  is not uncommon for such scholarships to be given by large 
industrial firms and professional societies. In practically every 
field, with the exception of accounting, the principal firms have, 
through scholarships, provided the means by which worthy gradu­
ate students can pursue advanced studies. The Institute and its 
leading public accounting firm members can make a significant 
contribution to education for the profession through the creation 
of such scholarships or fellowships in accounting.
C o o peratio n  B e tw e e n  Instructors a n d  P rac titio ners
(d) Through the cooperation of the leading public accounting 
firms there should be created a series of institutes on accounting 
in the leading universities of the country. These institutes could be 
held during the summer session for a period of from three to six 
weeks. Leading practitioners in accounting might be encouraged 
to give of their time, energies and knowledge in the development 
of these institutes. If properly publicized, interested students of 
accounting from a wide geographical area would be drawn to such 
sessions. M atters of import from the practitioner’s viewpoint could 
be discussed by the leading practicing accountants and the stu­
dents attending the sessions could see the practice of accounting 
and its problems through the eyes of those who were actively 
participating in it.
This plan would call for the sacrifice of some time and effort 
on the part of those who agreed to take part in the work of pro­
posed summer sessions. Their reward in the main would probably 
be in the satisfaction they would gain from making a definite 
contribution to accountancy education.
In conclusion, let me say that I will not attem pt to deny th a t there 
is a certain amount of indifferent and haphazard teaching of accounting 
a t the present time, just as there exists haphazard and indifferent 
practice of accounting. The Institute is constantly attempting to elimi­
nate indifferent practice through the development of higher standards 
of practice. By assisting colleges and universities offering courses in 
accounting, looking toward the training of those who will become public 
accountants, to develop a set of standards worthy of the profession 
they seek to serve, haphazard teaching of accounting may be eliminated 
also.
I t is imperative that public accountants should give of their time, 
energies, enthusiasm, and resources to support a vital program of ac­
countancy education. That support must be aggressive and it must be 
earnest and sincere. For it must be remembered that if the practicing 
accountant denies to those who are engaged in the task of educating 
prospective accountants the benefit of his counsel, assistance, and 
encouragement he also denies to himself the right to criticize the efforts 
so made and the methods employed.
Gentlemen, in the time that remains, which is a little over forty
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minutes, since we hope to stop promptly, I should like to throw the 
meeting open for discussion.
Instructio n  in  A cco unting  M ach inery
M r. L e w is  Gl u ic k  (New York): I don’t  know how many of you 
were present a t our Monday morning session which was devoted to 
accounting machinery. I happen to be a member of the committee that 
handled tha t session, and helped to prepare the machinery article, 
and I want to strike a note here on the value of accounting machinery 
and knowledge thereof for all persons who would like to be junior 
accountants and then progress further.
If you will study the classified advertising sections of the New York 
Times every Sunday, as I have done in good years and bad years, 
whether I needed a job or whether I didn’t, for over 16 years, you will 
find a constantly increasing trend, “ junior accountant and typist,” 
“ junior accountant and stenographer,” “ junior accountant, must 
operate a comptometer.” Last Sunday I believe th a t more than half of 
the accounting help-wanted ads required some mechanical ability, and 
the committee on accounting machinery has considered that very 
seriously in connection with the New York State Society’s committee 
on employment.
I can give you three concrete examples out of my own experience of 
the last six months. I had a young man come to me who had graduated 
from the school with which I was then connected, cum laude in ac­
counting. He had been out of school for six months. He was employed 
as an assistant shipping clerk in some industrial line because he had to 
earn his bread and butter and hadn’t  been able to get a job as an ac­
countant.
I said, “ W hat can you do with your hands?”
He looked a t me blankly, “ W hat do you mean?”
“ Well,” I asked, “ can you do stenography?”
“ No.”
“ Can you run a comptometer?”
“ No.”
“ Well,” I said, “ learn one of them.”
He went to the comptometer school and found tha t the comptometer 
course could be taken in something like six weeks—the shortest of all. 
Three weeks after he started the course, he had a job with a good firm 
of accountants that had previously refused even to accept his applica­
tion. He is not pushing the comptometer today but has been promoted, 
although it is just a year ago that he gained his entrance through his 
mechanical ability.
Last tax season I placed two young men who were not high-standard 
students—they were only fair to middling—because one of them was a 
stenographer and typist and the other a typist alone, while men with 
far higher ratings in theoretical accountancy were not even given a 
hearing. I placed one with a client and one with a firm of certified 
public accountants. I t  is something that must be considered in these 
days—mechanical ability as an entering wedge, if not as a permanent 
career.
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C hairm an  T a y l o r : I wonder if Mr. Collins might not want to say 
something a t this time.
M r. S id n e y  J. C o llins (Youngstown): I am a member of the Ohio 
State Board of Accountancy and I have been sitting here wondering if 
we aren’t  leaving out one particular phase of this whole question as we 
deal with university instruction and the employer. If the state boards 
aren’t  going to insist upon, or get into their laws, a requirement for 
college, this whole thing, it seems to me, will fall flat.
N e e d  for  L egislation
I am also thinking of what happened yesterday in the meeting of the 
state boards of examiners. The gentleman from the Institute said that 
of the papers turned in—he used as an illustration, say, 100 papers—50 
per cent, could be put to one side and classified as non-passing. We have 
all heard the criticism of the state boards that only 20 per cent. of those 
sitting pass the examinations, and l am thinking more and more that 
the boards have too much responsibility in the results of the examina­
tions that they prepare. Of course it is their responsibility, unless 
something else is done, to be sure tha t no one who is not properly 
qualified gets a certificate. But don’t you think tha t if we could get to 
some basis of requirement—not perhaps as stiff as New York a t the 
moment, but if all requirements had some immediate improvement, to 
include the colleges—those candidates, instead of 100, would be limited 
by these additional requirements to 50, and among those 50, the board 
would be fairly sure tha t a large percentage would pass and the 
responsibility would be lifted?
By that I mean that we have been discussing only the kind of ques­
tions and the kind of examinations and who shall prepare them. A 
great deal of tha t trouble would be lifted, I think, if these requirements 
were raised. If you will permit me to refer to Ohio for just a minute— 
we have been so busy in Ohio for the last ten years fighting these public 
accountant waivers that we haven’t  had a chance to amend our law 
to include the college requirement. However, during the last five years, 
a t least, we have been studying an amendment to our law which was 
put into force in 1908. The Ohio Society of Certified Public Accountants 
asked the board members to submit what they thought should be the 
requirements a t the present time. Those requirements, as I remember 
them now, not completely prepared, would start by requiring one year 
in college and step up from year to year until we finally have the 
graduation requirement for all candidates.
Now, we might come along and say tha t tha t is unfair; as one board 
member said yesterday, every man should have a chance. Well, I think 
we must look beyond the men already in public accounting to the 
student or young man who is going to be a certified public accountant 
when he gets his training. We’ve got to look to him, and in every ap­
pearance before the legislature in Ohio, I think the one thing that has 
helped more than any other to have these public accountant bills 
turned down has been our claim th a t we must protect the young 
student working for a certificate that he can be proud of.
I can think of nothing else except tha t I believe that any support
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we can give to the state boards—who, after all, are responsible to their 
respective states—towards incorporating these requirements into their 
laws will [help them a great deal more than our worrying about how 
their exams are prepared, how they are given, and what the results 
might be.
C h airm an  T a y l o r : Mr. Collins, may I say that while I didn’t  men­
tion it before, the 1937 report of the Institute’s committee on educa­
tion, which I recommended in my paper be adopted by the group, does 
contain the recommendation that something be done about collegiate 
requirements for the C. P. A. examination, so it hasn’t  been entirely 
omitted in the thought here. I think tha t the 1936 report carried even a 
stronger recommendation of that kind, and I am sure that you are 
interested, not in the particular thing that is done, but that something 
should be done and that we should not put it off indefinitely.
M r . H e n r y  T. C ham berlain  (Chicago): I should like to ask Mr. 
Collins a question. Does your recommendation from Ohio contemplate 
approving the courses offered in various schools of the state? The 
thought I had was th is: When you make the statement that you intend 
to step up the requirements ultimately to a four-year course, do you 
also contemplate examination of the various schools, giving the state 
board’s approval of those institutions?
M r. C o l l in s : No, the board a t one meeting recently said they 
weren’t  going to stick their chin out quite that far ; that the department 
of education would have to take over the responsibility of determining 
which colleges would fulfill the requirements that we would put into 
the law, and we are trying to write that particular phase of the law so 
that we wouldn’t  be required to pass upon tha t point. I should like to 
have Mr. Webster, of New York, tell us what they do. I think it is all 
done by the department of education.
M r . N orman  E. W e b st e r  (New Y ork): T hat is true.
C hairm an  T a y l o r : In that respect there would be nothing to pre­
vent some committee in the Ohio society from recommending that such 
a set of standards be adopted, if the society wanted to do it. In other 
words, it would come right back to my point tha t any recognized group 
of practitioners could assist the board—could assist the educational 
institutions in adopting the standards, and the board wouldn’t  be 
loathe to accept them once they had been established, provided they 
didn’t  have the onus of establishing them themselves.
M r . C o l l in s : T hat is true. You see, the state board is to make its 
recommendation to the state society, and the state society would then 
prepare the amendment to the law and present it.
M r. A. C. L ittleto n  (Urbana): I was wondering if you might be 
interested in another point of view in this m atter of collegiate require­
ments being written into the state laws. As you might imagine, I favor 
that, bu t there is another point th a t perhaps has not occurred to you.
We think, I believe we tend to think a t least, of that kind of require­
ment as setting up another hurdle, sifting out the incompetent or 
training them up into competency, and I think that is very true. I think 
that is one of the principal advantages of that procedure and I hope 
that New York state’s example will be copied or followed in one way or
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another by other states; in fact, it has already begun to have that 
effect. But there is another angle which perhaps has not occurred to 
you.
A P ractical P roblem
We sometimes think of a school as not doing perhaps as good a job in 
training its students for accounting as it might under other conditions. 
W hat other conditions? Conditions of better equipment, conditions of 
better staff and, I would like to emphasize, conditions of better recog­
nition among their colleagues on their own campus of the standing that 
accountancy and business have in general. I am afraid tha t busy ac­
countants aren’t  so well acquainted as teachers with the hills that the 
department of accountancy has to climb in the midst of the surround­
ings of the classical departments and all of the others of much older 
standing and long, historical background. I t  is one of inertia, partly. 
Those men are honest in their lack of knowledge of what accounting is, 
what it can do, what it has done, and we should not forget that those 
men perhaps make up the majority of the important committees where 
budgetary and similar questions are discussed, and we have to strive 
pretty hard sometimes to convince them that accountancy is more than 
spreading the jam or peanut butter of bookkeeping, as they might 
think, pretty th in ; they get the impression that we spread bookkeeping 
peanut butter over four or five years and it gets pretty  thin. Of course, 
if that were true, it would be very thin.
Now, the point I am coming to is this: W ith those problems before 
the department of accountancy, don’t you see tha t the support which 
would come from the legislation requiring college training as a pre­
requisite to this important examination, would be of tremendous ad­
vantage to those department heads and their faculty in presenting 
their case to the administrative authorities? T hat is the thought I had; 
perhaps it hadn’t occurred to you. In other words, a development 
which sets up higher educational standards for the profession can be 
reported to the administrative authorities of the university as a definite 
indication tha t there is a demand for such standards.
I am quite sure that you will find tha t reaction among the universi­
ties. The result of such legislation, if spread among the states, would 
be not merely to set up new requirements for the training of young men 
to take the examination and to qualify for the profession, but also to 
give definite support to universities and departments of accountancy 
and encourage them to become better qualified to perform their par­
ticular kind of service.
M r . Se id m a n : Will you permit me first to compliment you, Mr. 
Taylor, and you, Mr. Fernald, for the excellent analyses you made of 
this subject which is very important to the practitioner? I speak from 
the practitioner’s point of view.
T r a in in g  in  L ang ua g e
I want to add merely one thought—a thought th a t has been touched 
upon by Mr. Fernald very excellently, that is, the lack of ability in the 
average graduate of the accounting school to express a fact clearly in 
plain English.
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Now, I know th a t our schools give courses in report writing, but it is 
quite evident, from the product tha t reaches the accounting office, a t 
least, that there is a woeful lack of emphasis on tha t particular subject. 
T hat is, the minute you get away from the writing of an ordinary stereo­
typed report, it is most difficult to find a man who can express simple 
facts clearly and concisely. Thank you!
M r . W e b s t e r : Mr. Taylor, I suspect tha t most of those here are 
college professors. I t  looks like a highbrow crowd, but I am glad Mr. 
Seidman spoke because I thought perhaps two or three others, includ­
ing myself, might be the only practitioners present.
My 28 years’ experience in public practice has necessitated con­
sidering and engaging a good many staff men. I couldn’t  talk from the 
point of view of the professor because my organized education in ac­
counting was three months, in 1881, and it was practically all book­
keeping; and in teaching, my only experience was in 1909 trying to get 
Pace’s courses started down in Washington. But I have had some 
practical experience in employing men.
We got our first college man in 1909. We continued to get them ; the 
supply was not great. We were not wholly satisfied with them and for 
years played the game of employing a college man and employing an­
other man and playing them one against the other—putting them in 
competition. The college man soon found out that he wasn’t  book-wise, 
as was the one who had five years’ experience in general ledger work, 
and tha t he had something to learn even though he had a degree. The 
other fellow, who hadn 't had the college degree, saw that the college 
man went into the whys and wherefores of some things more than he 
had been accustomed to do. Of course, with the improvement in in­
struction and with the increase in the supply, we are now looking to 
college men almost exclusively; rarely do we take on a man who is not a 
college graduate.
V a l u e  of E x p e r ie n c e
Maybe what we do might be suggested to the instructors. Whenever, 
by recommendation or written application or a visit from an applicant, 
we see some one who appears to be an attractive possibility, we ask him 
to fill out an application—a printed application form—with which he 
will transmit a record of his college work, telling of all the experience he 
has had as a boy and during vacations in any sort of gainful pursuits— 
what those activities have been—because in the first two or three years 
he is with us, we can illustrate to him from his own experience things 
that we couldn’t  illustrate in other ways, and he sees the application.
When I was a kid, before I was in my teens, my father lived on a 
little farm in Michigan. (Springer and I took the examination together.) 
M y father was going to build a little bit of a corn crib, and having put 
down the corner posts, he started to board it in. Then he got a twelve- 
foot measure and measured off ten feet here, eight feet here, six feet 
here—then went back to ten feet. And when I came to geometry, I 
discovered that I had known about the square of the hypotenuse years 
before I had ever heard the word.
We also ask the applicant to state the pursuits of his father and two
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or three other male members of the family (older brothers or uncles), 
and if it is all satisfactory, we invite him to come in. Then I hand him 
two things and ask him to step into the library and read them over and 
come back and talk to me. One is W alter Scott’s letter to his brother, 
written in 1820, which is discouraging to one who thinks accountancy is 
going to be attractive to him from the beginning; the other paper con­
tains six lines by Henry Van Dyke, and I ask the applicant to tell me 
what lines in there he thinks refer to his proposed activities as a public 
accountant. You may not be familiar with them so I am going to re­
peat those six lines:
“ Four things a man must learn to do 
If he would keep his record true,
To act from honest motives purely,
To think without confusion clearly,
To love his fellow man sincerely,
To trust in God and Heaven securely.”
Mr. Seidman has asked that men be able to express their thoughts 
clearly, but I think he will agree with me tha t back of th a t is the thing 
in which so many young fellows are deficient—they aren’t  able to think 
without confusion clearly. T hat goes way back of expression. The chap 
who comes in and tells me tha t the words applying most directly to 
public accounting are “ think without confusion clearly” is the fellow 
who is going to rise. I believe Mr. Seidman will agree with me. So we 
are thinking—at least in our office—that while we are glad to have the 
men know a great deal about accounting, we would almost like to see an 
accountancy course which was three-quarters cultural and only 25 per 
cent, technical. We need the cultural training on which to build the 
attributes that we want in accountants of the future.
C hairm an  T a y l o r : T h an k  you, Mr. Webster.
M r . D u r a n d  W. S p r in g e r  (Washington, D . C .): I want to continue 
what Mr. Collins and Mr. Webster started. I think that the board of 
accountancy is a factor in these matters because of the fact that the 
board is the legal body and ordinarily the board can get further than 
the association can. There should never be any difference of opinion 
between the state society and the state board; neither one should 
begin action along any line, no m atter what it is, without the knowl­
edge of the other, but after all it is the board th a t primarily needs to 
do the work.
So much for that. Now, with regard to the point Mr. Littleton 
brought out—in which I am especially interested—namely, the rela­
tionship between the profession and the institution of learning, I want 
to recite this as a m atter of history.
A n  A ppr e n t ic e sh ip  P lan
Before we had the school of business administration a t the University 
of Michigan, there was discussion between the board and the profession 
as to the advisability of an arrangement between the university and the 
profession under which members of the accounting classes (which were
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then in the department of economics) might get some practical experi­
ence. We talked it all over and again the board did the work, because 
the board could go to the Board of Regents and to the president of the 
university.
The profession expressed a willingness to take candidates from the 
top quarter of the senior class, but would not fuss with the under-fel­
lows. I t  was proposed that the students be excused, not for a semester, 
but for the last month of the first semester in th a t last year and the 
first month of the second semester, that is, the change brought us right 
into January and February. Well, of course, the fight we had was with 
the professors who said that the idea of letting students off tha t last 
month, which would include the examinations, and the first month, 
which would include the starting point was entirely an unheard of 
thing. But we accomplished the desired result. We had a regular docu­
ment signed by the Regents on one side, and on the other endorsed by 
the board and the heads of the department of economics, excusing 
those men in the top quarter from classes for that last month and 
crediting them with laboratory work. The result was that 14 account­
ing offices agreed to take those young men. The arrangement has lasted 
for 14 years.
T hat has had the advantage of weeding out a lot of men who might 
otherwise have gone into the offices after having completed their stud­
ies, only to be found unsuited for accounting work, although in lecture 
courses they were all right.
In closing, I want to indicate what, a t  least to my mind, is the best 
training. The experience of a young man of my acquaintance very nicely 
illustrates the point. When he was a senior in high school, he said that 
he wanted to be an accountant. His mother asked my advice, and I 
said, “ Give him $100 for a graduation present and tell him to go out 
until a year from the coming fall and learn how to get a job. I don't think 
a boy is in good shape to get the benefit of his college training until he 
knows something about life and has something tha t he can hang his 
hat on as he goes through his college career. I don’t  care how many jobs 
he gets. As soon as he has got one and stayed long enough to back out 
respectably, let him get another one.”
So she gave him the money and he started out. I said, “ Impress on 
him the necessity of coming back after a year.” He came back; he had 
had seven jobs and he had $200. Of course, he didn’t  get much pay, 
bu t he did go from the middle of the country over to the coast and 
back, and he had learned how to get a job.
Well, when he got to be a senior in college, he wrote to me, “ I want 
to be an accountant; what ought I to do?”
I said to him (because 1931 was not a propitious time for getting 
jobs) “ If you can get your mother to give you enough to keep you for a 
month in any city, go and get a job, but don’t  go into any accountant’s 
office. Spend three years on six jobs. You may want to stay a little 
longer, bu t get those jobs of different kinds, and a t the end of three 
years you will be worth something to some accounting organization 
that will have a larger monetary value to you than if you were to start 
in now.”
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“ Well,” he said, “ where had I better go?”
I know what he wanted; he thought I would tell someone in the ac­
counting business tha t he would be a good accountant, but I said, 
“ T hat is up to you. You’ve got to make your life. Pick your city. If 
your year of learning how to get seven jobs hasn 't taught you how to go 
into any city and get a job in a month, then you just didn’t  have a good 
education and you had better start all over again.”
Well, he went and he got his job in about three months, and after 
he had been there about three months, he wrote to me, “ I don’t  think 
that I can learn any more, but my six months aren 't up. W hat had I 
better do?”
He told me what he was doing. He had a job as inventory clerk in a 
new warehouse of one of these chain-store grocery concerns.
So I said, “ All right, resign and get another job.”
Then he said, “ I 'd better get my job first.”
I said, “ No, don’t  get the job first; just start out and get another.”
Well, he stayed his time out, and just what I thought would happen 
did happen. Three good accounting organizations, with whom it would 
be an honor for any young man to be associated, as they had moved 
around in their audits, had become acquainted with him. Now he had 
before him the job of deciding with which of three organizations he 
wanted to tie up, and he asked me again what to do. I said, “ Now, 
that is up to you.”
Well, anyhow he has his C.P.A. certificate in his state and he has 
done quite well.
I wouldn’t  advise any young man to go to college directly from high 
school or to go directly from college into an accounting office.
M r . F e r n a l d : Might I just say two things for the record. First, if I 
said nothing on the subject of state boards, it was purely because I felt 
the subject assigned to me for discussion called for other treatment, and 
I wouldn’t  want any one to think th a t my failure to speak of it was a 
lack of appreciation of the problem th a t is before the state boards or 
reflected a lack of appreciation by employing accountants of the value 
of the work which the state boards have done, are doing and need to do. 
I would like to have that very clearly recognized.
The one other thing that I should like to say, on this m atter of 
writing, is tha t I believe it  can be taught and I wouldn’t  like to seem 
in any way to agree with the contrary. Again, it is of great benefit for a 
man to study Julius Caesar or Tacitus as examples of concise, definite 
expression of thought. Well, I could carry tha t along further and say 
th a t he could read Huxley and Wallace and, as far as th a t is concerned, 
Dafoe is a model for concise statement in some of his recitals of facts. 
Macaulay is good in many ways, and I believe a man can have those 
standards presented. Still another valuable way—immensely valuable 
for a man who wants to get concise expression of fact—is to study the 
decisions of the Supreme Court, because they stand as models of clear, 
definite language without any waste of words. I would just like to say I 
do believe tha t is a thing that can be taught—harder to teach in later 
years if a man hasn’t  had it presented to him in the earlier years, but 
nevertheless teachable.
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Chairman Taylor: Dean Madden, before you speak, may I say 
just this: It is now five after four. If you gentlemen stay you do so at 
your peril. I want Dean Madden to speak and Mr. Lloyd wants the 
floor. The Committee wanted us to stop promptly, but I hate to shut 
the topic off, so if you will take the floor, Dean Madden—
D e a n  Jo h n  T. M a d d e n  (New York): I just want to say that I hope 
our collegiate product will attain the ripeness in scholarship, the 
catholicity of intellectual interest and the technical proficiency of the 
chairman of the board of examiners of New York state who had such an 
exhaustive course in the study of accountancy.
S c ience  a n d  A rt
The other point I would like to make is this: There is a great deal of 
difference between the study of a science and the practice of an art 
which depends upon tha t science. One may have great skill in a science 
and very inadequate technical proficiency in the practice of the art. 
Now, I use the analogy between the study of the science of medicine 
and the practice of the a rt of healing. I don’t  believe many of us would 
be alive today if it weren’t  for the preventive medicine and public 
health, if we had to depend on some of our medical institutions today 
who teach the practice of medicine instead of the a rt of healing.
M r. Joh n  S. L loyd  (Indianapolis): I don’t  want to let this oppor­
tunity go by without paying you a fine tribute for your very excellent 
paper, Mr. Taylor. I t  does seem to me that if the committee on educa­
tion of the American Institute would submit a program of requirements, 
which would include the three points you brought out in your excellent 
paper, and submit those requirements or prerequisites to the various 
boards for approval—some one has to take the lead, and I think we 
ought to centralize our leadership in the American Institute, for it has 
done an excellent job in practically every undertaking. I can see in the 
not far distant future the realization of all our efforts to establish the 
highest standards for the education of the accountant of tomorrow.
Ch airm an  T a y l o r : Gentlemen, our time has passed, and unless we 
have some one who would like to take the floor, I should like to make 
this closing statem ent:
T h e  F u t u r e
I hope th a t all the talk about accountancy education and all the 
things tha t are done about accountancy education will not die with this 
meeting today. If there is anything we need to do, it  is to carry 
forward. I t  has been a great privilege to me to be a member of the 
Institute’s committee on education for the past two years. I hope that 
a t the business session Friday the council will recommend something 
out of our report which the Institute can adopt, and I also hope that 
we will have created a desire for aggressive and sincere effort to do 
something to improve accountancy education.
As I sat in one round table this morning and saw many of our dis­
tinguished practitioners stand and debate interesting and valuable 
subjects, I couldn’t  help being impressed by the fact that here was 
represented an outstanding body of citizens. These men were not only
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accountants bu t substantial men of the world. And the thought oc­
curred to me—who could take the places of these men, many of whom 
came up through the apprenticeship method, while many others came 
from England or were trained in the practices which have been devel­
oped on the other side. Now we must train the young men who eventu­
ally are to replace them. And in the universities—since you are taking 
university-trained men in such great numbers—there are some among 
us who feel this responsibility very strongly, and we wonder if we are 
going to be able to carry the job along in view of the limitations of 
which both Mr. Littleton and I have spoken. We could do this if we 
had the united support of the accounting profession and could demand 
the things which we rightfully should; if we could get and keep the type 
of teacher th a t we need; and if we felt th a t we were doing the approved 
thing and not necessarily tha t for which we might have to be on the 
defensive. I beseech those of you who are primarily in practice to think 
constantly of the problem of accountancy education, because those of 
us who are primarily educators will never be able to solve the problem 
alone.
I certainly appreciate the time and trouble Mr. Fernald has taken to 
come here and give his paper, and I wish to express my thanks to him 
and to the rest of you for giving your constant attention and to those of 
you who were sufficiently interested to speak from the floor. Thank you, 
gentlemen!
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Th e  m e e t i n g  convened at 2:20 P. M. on October 20th at the Waldorf-Astoria, New York, with Mr. R. D. Gracey presid­
ing.
C h airm an  G r a c e y : I am sorry in a way not to see more here, and 
yet, on the other hand, I think the comparative smallness of the audi­
ence will result in more discussion and therefore in a more helpful 
meeting. Inasmuch as not many accounting firms employ personnel 
managers, it is not to be expected that there would be many here.
So far as I am concerned, this is the one meeting that I was deter­
mined to attend, for two reasons: because of particular interest in the 
subject, and because of the outstanding authority who is to present 
the subject to us this afternoon.
No lengthy introduction is needed for Johnson O’Connor. Most of 
you are familiar with his books, among them, Born That Way, and 
Psychometrics, also with his many magazine articles. In addition to 
what we have read, however, there is just this little bit of his back­
ground tha t perhaps all of us do not know: Mr. O’Connor has been the 
organizer of human engineering laboratories, first for the General 
Electric Company in 1922, then for Stevens Institute, and in Boston. 
I believe tha t was in 1930. He is at present a director of these labora­
tories, so tha t he is in constant touch with matters tha t he is going to 
discuss with us.
As we are all anxious to hear Mr. O’Connor, I give him the floor. Mr. 
O’Connor!
D evelo pm ent  of  th e  T ests
M r . Jo h nso n  O ’C o n n o r : We began some fifteen years ago to make 
up a set of what I like to call sample jobs or work samples. We are 
trying gradually to make an actual sample of every different type of 
work that there is, so that a boy or girl, instead of floundering about, 
as so many do, can take a dozen different samples of a dozen different 
types of work and can get some idea, from the way he or she does a 
sample, how he or she will actually do tha t particular job later in life. 
We made up in tha t way samples of clerical work, samples of account­
ing, samples of engineering, samples of sales work, samples of executive 
work and so on.
Let me take, simply as an illustration, a sample of engineering and 
run through, step by step, the development of a sample of tha t kind, 
realizing tha t we measure each sample in identically the same way, and 
that one is just as good as another as an illustration.
We made up first what we thought was a fair sample of engineering, 
reasoning the thing out as well as we could, really not very much more 
than guessing a t it. Then we asked men whom we knew were successful 
engineers to come in and try  it out. They did the thing poorly, which 
meant tha t we made a mistake in making our samples, because we
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knew that they were successful engineers, and the fact tha t they did the 
thing poorly showed that that particular thing was not a fair and 
representative sample of engineering. We discarded it and made up 
another sample. We asked another group of successful engineers to try  
this one. They did it poorly. We made, I suppose, thirty-five or forty 
different samples before finally almost by luck we stumbled upon one 
tha t men we knew were successful engineers actually did well, and 
men in general did poorly. T hat gave us a perfectly mechanical, 
objective way of separating men that we knew were engineers from the 
others.
Those successful engineers may have done the thing well because of 
their experience and training, or they may have done well because they 
had an aptitude for engineering. We wanted to know whether, in 
measuring engineering training (which after all anyone can get in en­
gineering schools or engineering offices), we were measuring a real feel­
ing for the job, an instinctive gift for engineering—we say an aptitude 
for engineering.
The next step, therefore, was to try  boys who had no engineering 
background or training. We did that about twelve years ago, graded a 
large group A, B, C, and D, and then simply followed through what 
actually happened to them in later life. We found that, of a hundred 
who twelve years ago rated A, seventy were doing engineering work. 
Of a hundred who graded B, thirty  were in engineering. Of those 
graded C, only ten of the hundred. Of a hundred graded D, only two 
made careers in engineering. Those two became just exactly as success­
ful as the seventy who rated A. We followed them very carefully, hoping 
that they wouldn’t  be quite as successful as the seventy A’s, but in 
every way we can measure success they are just as successful.
Let us look a t these three possibilities. I have brought some appara­
tus—in appearance kindergarten stuff—which I wish you would think 
of as you would of chemists’ bottles, funnels and filter paper; that is, 
as apparatus having no intrinsic value but which can be used the way 
a chemist uses his bottles to find laws tha t some day may be of some 
scientific consequence.
Before proceeding to describe the manner in which these devices are 
used, let me remind you th a t this is not a formal lecture but rather a 
conference and I hope as I go along that you will stop me a t any time 
to ask a question. I t is very much more interesting for me and I think 
it is for you, too, than to wait until the end and then try  to go back 
and pick up points.
The simplest piece of apparatus is a board with a shallow tray a t one 
end and a hundred holes drilled a t the other. We pile some 300 little 
one-inch metal pins in the tray and ask the person to come in and take 
up these pins, three pins a t a time, and put them three in each hole a t 
this end. A fast person will do it in perhaps three minutes, which is 
distinctly fast time. A slow person will take perhaps nine minutes to 
do exactly the same thing. T hat is, there is a striking difference between 
the fast person and the slow person, the slow person taking perhaps 
three times as long as the fast person.
This measures, as near as we can tell, finger dexterity and manipula-
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tive skill. We use it in factories to pick girls who are going to do meter 
or assembly work, such as radio assembly work. I t  measures very much 
what it seems to measure, purely manipulative skill, and checks largely 
with assembly operations.
Another one of these so-called sample jobs consists of two columns of 
numbers. The first two numbers, reading down from the top, are 96 
and 96, with the headings, “ Same” and “ Different.” There the person 
would check under “ Same.” The next two numbers, 64 and 68, the 
person would check under “ Different.” Again we check the length of 
time. A fast person will do it perhaps in forty seconds. A slow person 
will take four or five minutes to do the same thing. Again there is a 
striking difference between the fast person and the slow person, the 
slow person taking six or eight times as long as the fast person. We 
have called it accounting aptitude, almost a distinctive accuracy in 
handling numbers. If, for instance, we measure a hundred men who we 
know are successful bankers, they will average high. Accountants as 
a group average high. You will find just as many engineers scoring D 
as scoring A. I t  measures something th a t the accounting group has, 
tha t the banking group has and tha t the engineering group may have 
or may not have. As nearly as we can tell, th a t something is clerical 
accuracy or accounting accuracy.
Among girls, stenographers and private secretaries score high in this 
test.
T h e  M e a su r a b l e  A pt itu d e s
Another one of these so-called sample jobs is what we call the wiggly 
block. We show a person this block and explain th a t it is made up of 
nine wiggly blocks which were cut through into three piles, with three 
blocks in each pile, and also cut across into three layers, with three 
blocks in each layer. Then we mix up the nine blocks and ask the person 
to put them back together again. Perhaps one person in a thousand will 
do it in less than a minute, which is unusually fast time. Very much 
more often a person will work somewhat over twenty minutes on it, 
and then give it up as an impossible task. There again is a  striking 
difference between the fast person and the slow person, the slow person 
taking perhaps sixty times as long as the fast person.
I t  measures, as nearly as we can tell, ability to visualize structure. 
If, for instance, we measure a hundred men who we know are success­
ful surgeons, they will score high, because a surgeon is visualizing struc­
tures, thinking in terms of three dimensions. A physician is dealing 
more with symptoms and intangible things and not definitely solid 
structures. Architects as a group grade high, because an architect must 
see a building actually in three dimensions before the thing is built. 
Sculptors grade high, whereas painters scatter all over the whole scale. 
The whole scientific group grades high.
Let me run over the ten characteristics which we have actually 
isolated and can measure. The first is this finger dexterity which, as I 
say, is purely manipulative skill. I t  is used largely in factories, in 
assembly jobs. Women as a group score measurably higher than men, 
and I think tha t is why one finds in a  factory making small apparatus
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so many more women assemblers than men assemblers. They appar­
ently excel in this finger dexterity type of thing.
The second is what we, for want of a better name, have called the 
accounting aptitude or clerical aptitude. I think tha t because of its 
name we sometimes give the impression that it is the one and only 
characteristic of accounting, but of course th a t is definitely not true. 
I t  is probably possessed more generally by accountants as a group than 
any other characteristic we can measure, but it certainly is only one 
characteristic of a great many, and again women as a group average 
higher than men. Almost invariably after I have made a statement of 
that kind some one comes up afterwards and tells about some one man 
who is doing a better job than some one woman!
Of course all th a t I can actually talk is percentages; that is, if one 
takes a  hundred women and a hundred men, a hundred women will 
average measurably higher than a hundred men in this clerical accuracy 
or accounting accuracy, or whatever we want to call it. There is, how­
ever, an enormous amount of overlapping between the two groups; 
tha t is, there is an enormous number of men who score very much higher 
than a great many women, and, as I said before, all th a t I can actually 
talk is percentage figures.
The third of these characteristics is this structural visualization, 
this ability to see structure. I t  probably plays a part in cost accounting, 
in such types of cost accounting as is done by some of the large manu­
facturers who have men who predict from a blueprint what the cost of 
a new piece of apparatus will be. This is, as near as we can tell, the abil­
ity to visualize in three dimensions the thing shown in two dimensions 
in a blue-print, and checks probably only with things related to engi­
neering or more or less involving engineering processes of thought.
The fourth of these characteristics is what we call tweezer dexterity, 
and as one describes it, it sounds very much like finger dexterity. As 
a m atter of fact, we use practically the same board, but get a person 
to pick up pins with tweezers or forceps rather than actually with the 
fingers. Mathematically there is no relation between the two tests, 
although in words they sound like very much the same kind of thing. 
Watchmakers, for instance, will score high in tweezer dexterity; 
surgeons score high; glass blowers score high, because in blowing glass 
the hot glass is handled very largely with a long pair of pliers or 
tweezers. As one describes it, it sounds like an acquired characteristic; 
yet we have found, among a thousand applicants for factory jobs, eight 
who score higher than any trained person we have ever measured. 
These eight seemed to have almost instinctively, inherently, something 
tha t the other trained group lacked.
In this particular characteristic, tweezer dexterity, men excel women. 
If you take a large enough group of men and a large enough group of 
women, women excel in finger dexterity; in tweezer dexterity, men 
definitely excel women, and I think th a t is why on factory jobs such 
as glass blowing you find a great many more men than women.
The fifth of these characteristics is what we have called inductive 
reasoning. I t  is really the ability to integrate facts, to keep in mind a 
dozen different facts, and somehow or other draw a conclusion. Diag-
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nostitians in medicine score highly. A diagnostician gets a dozen dif­
ferent symptoms—temperature, pulse rate, headaches—and more or 
less fits them together and determines tha t they indicate a  cold, scarlet 
fever, or what not. He never can take just temperature, just pulse rate, 
or just any other one separate fact, but must keep in mind all the time 
a dozen different disconnected facts. This inductive reasoning is ap­
parently that ability to keep in mind a dozen more or less conflicting 
things and somehow or other come out with a conclusion. I t  probably 
comes as near legal reasoning as anything tha t we can measure. 
Lawyers must be able to pick up bits of facts, fit them together, and 
present them as a case. I t  is also a characteristic of a writer, because 
the writer never gets out of life a whole story, but picks up an incident 
here, a bit of gossip there, and weaves them together. This inductive 
reasoning is the ability to weave together a dozen different disconnected 
facts.
I t is always interesting to me that in this particular characteristic 
women score measurably higher than men, and it seems to me it is 
almost what we think of as woman’s intuition. A man’s way of reason­
ing is to get a fact and draw a conclusion from it and draw the next 
conclusion from that. I t  is almost a one-track way of reasoning. A 
woman’s way of reasoning is apparently to think of everything she 
can think of and somehow or other come out with a conclusion. I t  is 
apparently just as valid reasoning as the man’s more or less one-track 
way of reasoning. As nearly as we can tell, it denotes the characteristic 
which we call inductive reasoning.
Apparently the only way a person can learn an unknown thing is to 
tie it in some way with a known thing; hence this inductive reasoning 
has turned out to be one of the important characteristics of the teacher. 
I t  is apparently the teacher’s ability to see the relationship between the 
known and unknown and show a youngster in the learning process 
these relationships and interrelationships.
The sixth of these characteristics—
M r . C h arles H. T ow ns (New York): Are you going to tell us later 
something of how you test for inductive reasoning and ability?
M r . O ’C o n n o r : The trouble with describing an actual test is that 
most of the tests sound absurd as one describes them. The wiggly block 
does not look a t all as if it would measure structural visualization, 
but it actually does, and I always hate to describe tests, because they 
sound so absurd.
We have worked for something like fifteen years in trying to find 
a test tha t would a t the same time measure something and look as if it 
ought to measure something. We can make any number of tests that 
look as if they ought to measure a thing, and they do not actually work 
when we finally use them. Most of those that do work out statistically 
just do not look as if they ought to.
The inductive reasoning test consists of six pictures, three of which 
are the same sort of thing; tha t is, in one line there are three dogs 
mixed in with three miscellaneous articles. In another line there are 
three human beings mixed in with a miscellaneous assortment of three 
other things, and we have a number of lines of tha t kind. Those are
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the two lines that are easy to describe. They get more and more difficult 
as you go down through the thing, but, out of a group of six pictures, 
there are always three of the same sort, three of the same species, three 
of the same class, and so, of course, any one can see these relationships. 
But actually, timing each line individually, some people will see them 
at a glance, and other people will work for a minute or two on a line 
before they see the relationship. A man who will take three or four 
minutes on a line will not mark anything until he suddenly sees the 
relationship that we intended, and it seems to measure this ability to 
integrate facts.
I hope you will interrupt as questions or comments occur to you, 
because it is much more interesting, and this is supposed to be a con­
ference and not a  formal lecture.
The sixth of these characteristics is what we call creative imagination. 
I t  probably plays a part in creative work in art; it probably plays a 
part in creative writing; it plays a part in invention, in engineering. 
One of the interesting experiments tha t we did with the test was to take 
a group of designing engineers, all of whom had been designing engineers 
for ten years, all of whom were trying to get new patents, and all of 
whom scored alike in the wiggly block. They had, as nearly as we could 
tell, equal engineering aptitude to start with. Then we checked against 
his store the number of patents that each man had to his credit. We 
found those who scored A had four times as many patents per man as 
those who scored D. T hat is, it looks as though it is measuring this 
ability to think up new mechanical contrivances.
In accounting, it is difficult to see exactly where this creative imagina­
tion plays a part. Certainly, in what one thinks of as the more or less 
routine aspects of accountancy, it does not play a part. I t  is a factor, 
probably, in thinking up new methods, in presenting reports, in doing 
an original job, very much like the inventive side of engineering.
The seventh of these characteristics is what we call visual memory. 
We probably know less about it  than we do about any of the others. 
In school, it is the ability to spell easily and accurately. T hat is, it  is 
probably the ability to get a mental picture of a word and repeat it  as 
a picture. There are two or three factory jobs with which it checks. 
One is production following, which is sometimes called chasing, some­
times called expediting—that is, taking orders tha t come into a factory 
and making a promise on delivery, and then following through, making 
certain they do actually get delivery. A good production man does a 
good deal of his following in his own mind as a thing goes through a 
factory, and this visual memory is apparently the ability that a good 
production man uses in following an order through. I t  is also a char­
acteristic of the stock room clerk who keeps a fairly accurate mental 
picture of his stock.
We have recently been doing a little work with dealers and traders 
on the stock market, and this has turned out to be the one important 
characteristic we have been able to measure among a group of suc­
cessful dealers or traders.
The eighth of these characteristics is what we call observation. 
I t  probably is the ability, really, to see what a person looks at. The
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only actual job that we know of with which it checks is factory inspec­
tion ; and factory inspectors as a group, tha t is, men who are apparatus 
inspectors in a factory who go over each piece before it is shipped out, 
score very high in this observation test. Also, we have been using it in 
predicting whether or not a man will make a success in inspection work.
The ninth of these characteristics is what we call personality. It 
separates the objective, typical business executive type of person from 
the subjective individualist; that is, the whole sales group score objec­
tive ; the whole merchandising group score objective; the professional 
groups are subjective. Doctors, lawyers and engineering groups are 
subjective; that is, this characteristic really separates the businessman 
from the professional man.
The tenth of these characteristics, tonal memory, plays a part, as 
nearly as we can tell, only in the field of music. I t  is probably the ability 
to go to a musical show and come home and pick out on the piano with 
one finger some of the tunes that were heard. I t is purely tonal memory.
I solation of C haracteristics
How many more of these characteristics exist we have no idea. In the 
field of chemistry, some ninety-two chemical elements have been iso­
lated and can be measured. There are probably a t least as many 
mental elements and perhaps a great many more. For those of you who 
are interested in the organization side or the financial aspects of the 
work, I may mention that the laboratory staff working on this particu­
lar job now consists of twenty-six persons doing practically pure re­
search work in the field, yet it has taken us somewhere in the neighbor­
hood of fifteen years to separate ten of these so-called mental elements, 
and a t the rate we are progressing, none of us will ever see anywhere 
nearly a complete picture of a human being. So that we can work more 
rapidly, I am spending this entire winter in attempting to raise an en­
dowment which will enable us to double the laboratory staff.
To return to the ten characteristics, it seems to me very difficult 
to realize how separate these characteristics are, one from another. 
We are all prone to get in the habit of thinking of certain individuals 
as brilliant and likely to do well almost anything tha t they attem pt. 
Especially in schools we think of some youngsters as more or less 
dumb and likely to fail a t almost anything tha t they try.
A great many organizations in the business world which are using 
tests will give perhaps only one; let us say an accounting aptitude test. 
We have followed such companies over a great many years. They are 
organizations which have used tests perhaps five years and then go back 
over their results to wonder why people who scored brilliantly high in 
accounting aptitude had never made a success in accounting.
Apparently, in every field the lack of characteristics is, as I say, just 
as important as the possession of other characteristics. Therefore, when 
we measure a person for a job, we never give simply the one character­
istic required on that particular job; we measure a person just as accu­
rately as if we were giving very careful vocational guidance. We never 
measure a person in one separate characteristic, but just as completely 
as we know how.
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M r . H arold  R . Ca f f y n  (New York): Do the characteristics change 
a t all with age, or are they quite standard?
N a t u r e  of A pt itu d e s
M r . O ’C o n n o r : These ten characteristics grow with age very much 
like physical height. T hat is, a boy grows taller up to the age of eighteen 
or nineteen, and then stops growing. Each one of these ten character­
istics follows fairly accurately the physical height curve to about the 
same age. There are three characteristics th a t really separate the height 
curve from the weight curve. We all of us think of weight as a thing that 
can be affected more or less by diet and other things, whereas we think 
of height as a thing tha t cannot be so affected. Perhaps if we knew more 
about glands we could affect it, but a t the moment we think of physical 
height almost as an inherent characteristic. Each one of these ten things 
follows the characteristics of the height curve and not of the physical 
weight curve. T hat is, they all grow with age to the age of seventeen, 
eighteen, or nineteen, and then stop growing.
In each case there is a sex difference, either men or women as a group 
scoring higher or lower than the other group. You find, in physical 
height, that if you take a thousand men and a thousand women, a 
thousand men will average taller than a thousand women. You find that 
same sex difference in this thing. Also, women stop growing in height a t 
the ages of sixteen and seventeen, whereas boys stop growing a t the ages 
of eighteen or nineteen. You find exactly the same early maturing in 
each one of these characteristics.
M r . Ca f f y n : Are they controllable, as food controls weight? Is there 
any control of these characteristics?
M r . O ’Co n n o r : Not that we can tell. There is very much less control 
than there is in weight, and probably not very much more control, a t 
least back to the age of nine, than there is in physical height.
M r . T o w n s : Have you made any investigation as to heredity?
M r . O ’C o n n o r : T hat is very difficult to get at. In blue eyes or brown 
eyes, it is possible to trace heredity; in righthandedness and lefthanded­
ness, it is possible to study heredity. But, in a characteristic tha t varies, 
we do not know enough about the laws of heredity to go back and see 
how the thing checks.
M r . T o w n s : I ju st  w ondered if perhaps a  person w ho is  skillfu l in  
som e o f th ese  tests  m ight h ave had forebears th a t follow ed these  
professions.
M r . O ’C onno r  : Not in so far as we can tell, but it  is hard to know the 
thing until you know the mathematics, and we do not really know the 
mathematics of studying the heredity of a variable. People scatter all 
over the whole scale.
M r . H a r v e y : These are inherent characteristics in the individual.
M r . O ’C o n n o r : A s nearly as w e can tell, yes; th ey  are certa in ly  n ot 
affected  after the age o f n ine or tw elve.
M r . H a r v e y : There is nothing you can do about it?
M r . O ’Co n n o r : Not as far as we can tell. You can learn to use them 
better, as a boy can learn to improve his game of tennis or golf. He does 
not actually change his height, but he learns to use his height be tte r; so
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I think that in each one of these things a person can learn to use each one 
of these characteristics as he grows older, but the characteristic itself 
does not change.
M r . Ca f f y n : Can they grow stale from lack of use?
M r . O ’C o n n o r : They do not actually drop out of existence. If, after 
the age of twenty-one or twenty-two, you measure these characteristics, 
they apparently have not changed a t all with age.
M r . T o w n s : Does practice on this number checking test, for ex­
ample, help to speed up or increase the accuracy?
M r . O ’Co n n o r : Yes. Every time you take a test of this kind, you do 
it better than you did the time before, and we have what we call a 
learning curve.
M r . T o w n s : D o you  use an y  other factor than  the tim e factor?  
A ccuracy a n d  S p e e d
M r . O ’C o n n o r : We combine time and accuracy in the scoring. One 
of the first jobs tha t we did in using this accounting aptitude test was to 
study the relationship between time and errors. We were working for 
an accounting organization and were told: “ We do not care how long a 
person takes, provided he is accurate. In other words, we want the 
fastest person we can get, provided he is accurate, but we would much 
rather have accuracy than speed.” So we asked if we should draw a 
curve showing just how fast a person could go before he began to lose 
accuracy. We find that the faster a man goes, the more accurate he is, if 
you take a large enough group. If a person made half a dozen errors on 
the first sheet, our practice was to suggest that he slow down a little bit, 
to be a little more careful. We did that for a period of something like 
five years. We had a record of the time and we had a record of the errors, 
and we sought to see what actually happened if a person took our advice 
and slowed down on the second sheet. We found that almost invariably 
he made more mistakes on the second sheet than he did on the first. 
Now, if a man makes six or eight errors the first time, we say, “ On the 
second sheet do not pay any attention to errors; time is more impor­
tan t,” and with those instructions we almost every time make a man 
accurate on the third or fourth sheet.
We do not really know what happens in the back of his mind, but our 
hunch is that, when you tell him to slow down, he cannot keep his mind 
on the work and it begins to wander. If he begins to go fast, he con­
centrates.
M r . Ca f f y n : T hat is borne out by accounting. We all work under 
pressure. We find very few errors made in time of pressure.
M r . O ’Co n n o r : Statistically, it works out. Every little while it goes 
bad; we will somehow or other put too much pressure on a man and he 
begins to make errors. I do not know exactly what the fact is, but, 
statistically, if you take a thousand people you get much greater ac­
curacy the faster you can make a man go, even if you take the same 
man and keep driving him.
Qu e s t io n : If he is working for five minutes a t top speed, he gets ac­
curate results, but if he is working a t top speed for five hours, will he do 
as well a t the end of five hours as a t the end of the first five minutes?
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M r . O ’Co n n o r : We know very little about fatigue. All the things 
with which we have experimented are very short. A minute and a half 
is a normal time for number checking. We have purposely done th a t to 
eliminate the fatigue element bu t we know that fatigue begins to have 
an effect over a longer period; tha t is, when we get up to over a minute 
and a half’s performance, we can begin to measure fatigue, and when 
we get up to five minutes’ performance, it  begins to show. We do not as 
yet know the effect of fatigue on this speed and accuracy curve. I t 
probably does play a part.
Fa t ig u e
Q u e s t io n : Would the fatigue factor vary with the person?
M r . O ’Co n n o r : I think so, very definitely, but we are not yet cer­
tain. Fatigue has been one of the most difficult things for us to get at— 
we know it is there, but we have not been able to isolate it and measure 
it as a separate factor.
M r . F ie l d : Could you explain to us the test which shows the ability 
of the person to see several things and draw a conclusion from the whole 
lot of them? W hat would be the test on that?
M r . O ’C o n n o r : T hat was the test of pictures, the inductive reason­
ing test of the six pictures with three of the same kind, to see a relation­
ship, picking out three of the same species or three of the same type.
M r . F ie l d : Is there a te s t  to  show  a  relationship  o f one th in g to  an ­
other, to  show  th e p ossib ility  of seein g th e relationship?
M r . O ’C o n n o r : I think there is an intangible something which is 
not in this inductive reasoning test. The nearest we can come to seeing a 
relationship between one thing and another is this inductive reasoning 
test, which is really the ability to see a common factor more than it is 
the ability to see a single relationship.
C o ncentratio n
M r . G o ld be r g : W hat test do you use to test power to concentrate?
M r . O ’Co n n o r : We can’t  measure ability to concentrate a t all. I 
doubt if there is any such thing as general concentration. In measuring 
youngsters, you will find one youngster who comes in to take number 
checking, who, as he is taking it, looks all over the room. If the tele­
phone rings in the next building, he will look up and stop and wonder 
what it is about, and yet tha t same youngster, with a wiggly block, will 
concentrate perfectly, excluding all extraneous matters.
Concentration, as we ordinarily think of it, is a function of the thing 
that the man is doing rather than a general characteristic. We are con­
stantly telling boys in school to concentrate on the job, but I doubt if 
there is any such thing as a general factor of concentration or attention.
We made up as many as fifty different tests, I guess, hoping to 
measure concentration or attention or application. One was a test where 
we asked a man to put his finger on a button, and then we made a click 
with a telegraph key and asked him to take his finger off the instant he 
heard the click. Occasionally a fellow will take his finger off almost like 
clockwork, while another man will come in and you will see the needle 
tha t is measuring go away up the scale. You can almost see tha t his
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mind is wandering. He will go back and do it fast two or three times, 
and again his mind will wander. I t  is one of these tests that seems to be 
measuring exactly what it ought to measure, yet upon checking is shown 
not to measure it a t all. Apparently the needle goes up the scale because 
there has been a distraction in the room. We have not been able to 
measure concentration or attention.
In fl u e n c e  of H er ed ity
Ch airm an  G r a c e y : Mr. O’Connor, referring to a question tha t was 
put a few moments ago, which really involves an application to our 
everyday problems, we want to know, whether, if a young m an’s 
father is known to be a brilliant accountant, it is safe to employ the 
young man.
M r . O ’Co n n o r : Probably statistically there is a better chance, and 
yet again there is an enormous number of other factors. He may have 
some characteristic which his father did not have and which may make 
him fail hopelessly in accounting. I think statistically it works, and, if 
you could deal with a thousand people, you would be right. I think when 
you come to using it, it ought to be used as only one factor in a great 
many factors.
Ch airm an  G r a c e y : In other words, we must remember he had a 
mother as well as a father.
M r . H a r v e y : Have you made studies of the characteristics of suc­
cessful accountants so that you are enabled to say within reasonable 
bounds what those characteristics are, tha t is, what the accountant 
should have tha t would make him successful?
M r . O ’C o n n o r : We have done a great deal of work with accounting 
departments in large organizations; not a great deal of work with in­
dividual accountants. We have measured somewhat over 600 men.
M r . H a r v e y : The characteristics may be different. I think in public 
accounting imagination plays a much greater part than in private ac­
counting. First we start on an audit; we must a t least be able to imagine 
how that audit must proceed; we must be able to imagine working a 
number of men on tha t particular aud it; we must be able to imagine the 
report th a t we are to make. T hat is only one department. We have our 
system work. We must certainly be able to imagine and see the end of 
th a t thing after we have studied it and gotten these problems together. 
In other words, it  seems to me that, in public accounting, imagination 
may play a much greater part than in private accounting. Perhaps that 
isn 't true.
M r . O ’Co n n o r : I t  has come out that way with the work we have 
done. This accounting or clerical aptitude is what I think of as almost 
a fundamental ability in accounting.
M r . H a r v e y : We find when we hire young men from college with 
good records and with pleasing personalities, personalities that we be­
lieve will contribute to their success as accountants, that they bog down 
afterward, that they have lacked something. We have almost come to 
the conclusion th a t in many cases it is lack of imagination. We have 
felt, if we could tell whether or not a man had imagination, coupled with 
an aptitude for learning, we might strike something there.
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M r . O ’C o n n o r : I would say, from the work th a t we have done so far, 
the creative imagination test separates the creative accountant, the 
man who is doing a creative job from the man who is doing a perfectly 
routine, mechanical, clerical job. I t seems to work out tha t way. The 
man who scores high in number checking and low in imagination ought 
to get into a big office where he has more or less routine work to do. The 
man who has accounting aptitude or creative imagination ought to go 
where he is going to do original accounting work.
M r . H a r v ey  : Then you think that, if we want to apply this in a prac­
tical manner, we might use those two tests to some advantage?
M r . O ’C o n n o r : Yes and no. In other words, I think if you just gave 
those two tests and nothing else, you probably would do more harm than 
good; you might better use your own personal judgment. I think that, 
if you put a man into a standardized laboratory and measured him in 
every characteristic that we can measure and use those two as perhaps 
determining factors, you would have a much better chance in getting 
the right kind of man.
M r . Ca f f y n : I think many offices believe it is hard to get a man 
with an imagination who is also thorough. Have you established any 
definite relationship there, th a t a man having this quality of imagina­
tion is less likely to have the quality of thoroughness?
M r . O ’C o n n o r : I think tha t one of the points of testing is tha t you 
can actually think of separate factors. I think, if you get interested in 
this characteristic of creative imagination when talking with a man, 
you are led to hire the man who has creative imagination, and there is 
only, let us say, one chance in four tha t he is a t the same time going to 
have accounting aptitude.
There is actually no correlation between accounting aptitude and 
creative imagination. I think the man you want is the man who has 
accuracy and has a creative imagination, and statistically, only one man 
in sixteen has tha t combination.
M r . Ca f f y n : Is i t  one in six teen  th a t a  m an w ill have, w e w ill say , 
tonal m em ory and accoun ting  ap titu de, and also  one in six teen  th a t he  
w ill h ave observation  and v isu al m em ory, or are there certain  com bina­
tions th a t rate one in sixteen?
M r . O ’Co n n o r : N o, these are ten individual characteristics. Twenty- 
five per cent, of the total population will grade A, 25 per cent. B, 25 per 
cent. C, and 25 per cent. D, so there is one chance in sixteen that he will 
have the two, and one chance in sixty-four tha t he will have three, and 
so on through the thing.
I think the trouble with talking to a man without actually measuring 
him is that it  is almost impossible to keep two factors in mind. In other 
words, if you get interested in accuracy, you hire the man who is ac­
curate. If you get interested in creative imagination, you tend to hire 
the man who has that, without thinking of the two.
I always remember one man who came in to take a test. He was the 
older of two boys. His father was a well-known New Yorker who had 
died about a year before. The management and handling of the estate at
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the time the father died was handed over to the younger of the two boys, 
and the older boy came over to me to see why he had been more or less 
neglected in not being given the management and handling of the 
estate. He underwent a test. We have measured somewhere in the 
neighborhood of 20,000 different persons, and out of the 20,000 he 
scored one of the most brilliant in the top half dozen. I asked him what 
he had been doing. He had been selling. I said, “ You mean you have 
been in charge of sales.”
He said, “ Oh, no, I have been doing straight sales work.”
I said, “ Why on earth have you been selling?”
He said, “ Because I know it is the one thing I cannot possibly do.” 
There is a man who spent his life trying to do the one thing tha t he 
knew perfectly well himself he could not do.
One of the reasons I am so much interested in this kind of work is 
not because we want to say to  one person, “ You be an accountant,” and 
to another, “ You be something else,” but because I think we have 
reached the place where we can give a man an inventory of his charac­
teristics. We can say, “ Here is your strong spot, and make perfectly 
certain that you will use that strong characteristic. Here is your next 
strongest characteristic and here is your third. After you have used 
every one of these single strong spots, then strengthen some of your 
weaker ones, but make certain that you have used all these strong 
characteristics. ’’
So I think, in looking for a man who has accuracy and creative 
imagination, that we have gotten to a place where we can use both the 
characteristics. We say to one man that he has the imagination and not 
the accuracy. I think what you want from the creative side of the work 
is the man who has the combination of the two characteristics.
M r . H a r v e y : This man who insisted on doing something which he 
felt he could not do—is there anything in the test to indicate a lack of 
good judgment or common sense on his part?
M r . O ’Co n n o r : N o , I think not.
M r . H a r v e y : No test for that?
M r . O ’C o n n o r : N o , w e h ave  no te s t  for th a t, and  I th in k  it  is  a  
natural ten dency . I th in k  a great m an y  m ore peop le do i t  th an  w e  
realize; th ey  w ill p ick  o u t som e sp o t th a t th e y  feel is  w eak  and w ill try  
to  strengthen  it  w ith ou t consciously  m aking u se o f strong spots.
M r . T o w n s : I t seems to me a very serious thing for the individual. 
M r . O ’Co n n o r : A great many people try  to do it. I think it is very 
difficult for an individual to use more than one outstanding characteris­
tic. When we measure a large group of people who are along in years, so 
that we know pretty much what they have done in the past, we find in 
almost every case that the mature man has found a way of using some 
one characteristic. I would say less than one man in a hundred has found 
a way of using two or three or four characteristics—even the man who 
is reasonably successful later in life—because I think it is very difficult 
to take an inventory of one’s own characteristics and say consciously, 
“ Am I using this one?” and “ Am I using this one?”
M r . Ca f f y n : Presumably laziness is not a factor.
M r . O ’Co n n o r : There certainly is a factor of drive or energy or push
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that is definitely there, but we cannot measure it as yet and I would say 
it is probably less important than most of us think. I think there is no 
question but tha t some men have this energy which will make them 
successful in almost any kind of job, while others lack it. I t  is one of 
these hundred things tha t we cannot measure and it probably is not as 
important as we think. I t  may be physical. We are attempting a t the 
moment to get a t it, if we possibly can.
T h e  M a n y -A pt itu d e  T y pe
We measure a large number of college freshmen every year. We 
arrange the whole college freshman group across the bottom of a chart 
and plot up and down success. We find the more ability a  man has, the 
more successful he is, and there is a rather close relationship between 
the number of characteristics and success, until we get to the top of the 
scale. Here it suddenly turns down and the person who scores high in 
too many kinds of characteristics almost invariably gets kicked out of 
college in the freshman year. There is something more than nine chances 
out of ten that this will happen. If he does not, the chances are almost 
nine to one th a t he will get kicked off his first job. Apparently, two 
things happen to what we call the many-aptitude type of person. Back 
in the third grade, fourth grade and fifth grade there are people with all 
kinds of ability ; there are people with a great deal of ability a t the top, 
and almost no ability a t all a t the bottom. Every grade teacher recog­
nizes this "m any-aptitude” boy and he gets advanced from third grade 
to fourth, and on up, really without ever doing a stroke of work. Little 
by little the “ no ability” people drop out from under him, so that, as 
he gets on into school and college, he becomes one of a selected group. 
Back in the grades it was very easy to tell the difference; it is very diffi­
cult in college to tell the difference between the person with ability and 
the one with less ability. Consequently, a man is judged by the amount 
of work he has turned in and this many-aptitude fellow is suddenly 
thrown into an atmosphere where he is going to be judged on work and 
nothing but work. He has no idea of how to turn suddenly and get 
down to work.
The second difficulty with this “ m any-aptitude” man, as we call him, 
is that he is restless, that he is always floundering from one kind of job 
to another. My favorite story is a Yale-Sheffield man I measured eight 
or nine years ago, who scored brilliantly high in every test we had at 
tha t time. T hat was before we knew the difficulties of the “ many-apti­
tude” type of person. I remember feeling he was certain of success. He 
came into the laboratory perhaps a year and a half ago. He said, “ Do 
you remember measuring me a t Yale?”
I said, “ Yes, very well.”
He said, “ I went into engineering and stuck to it about two years, 
and then I began to want to know about the financial world. Father got 
me a job in New York in an investment brokerage house. I stuck a t 
th a t about two years. I was not meeting people. I always wanted to 
meet people, so I got a commission sales job. I t  is nothing but a peddling 
job, and I am thoroughly enjoying it. I can work as hard as I want to. 
But the longer I stay in it, the more I feel there is not much future to it,
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and I have come over to talk to you about the possibility of going on 
the stage.”
This is very typical of what we call the “ too-many-aptitude ” kind of 
person, who is all the time floundering from one job to another. T hat is 
the reason we find tha t in almost every field lack of certain characteris­
tics are just as important as the possession of other characteristics.
M r . G o ld be r g : H ow m uch em phasis do you  feel should  be p u t on  
w ritten  exam inations in  testin g  th e ap titu d e o f an accountant?
M r . O 'C o n n o r : I t  is very hard to know. We are measuring aptitudes 
and not measuring knowledge in any sense of the word, and all of our 
aptitude tests are individual tests. There is only one of them that is a 
paper and pencil test. We find all paper and pencil tests correlate. If 
you are measuring knowledge, on the other hand, you almost have to 
use a paper and pencil kind of test.
M r . G o l d b e r g : D o you  n o t th in k  th a t  th e  u niversities p lace too  
m uch em phasis on w h a t a  m an w ill p u t dow n w ith  pencil and paper?
V ocabulary
M r . O ’Co n n o r : They are really interested in acquired background; 
more in knowledge and what a man actually does with his ability than 
what ability he actually has. I think you have to separate quite defi­
nitely ability aptitudes—these things tha t I have been talking about— 
from knowledge. We use one knowledge test, an English vocabulary 
test, which in the last four or five years has been more interesting to me 
than any of the other tests we have been experimenting with. I t  is not 
an aptitude te s t; it is quite distinct from these ten characteristics that 
I have been discussing and is definitely a knowledge-acquired back­
ground test. We use a list of 150 rather difficult English words. Each 
one is given in a short phrase. For example, the easiest word in one of 
the lists is the word “ abandoned,” and is given in the list, “ He aban­
doned the game.” There are five possible synonyms of the word “ aban­
don” and the man is asked to underline one of these five synonyms. 
The words vary from easy words to much more difficult words, such as 
my favorite word, “ glabrous,” which no one ever heard of until I started 
to use it. A man is asked to underline the correct synonyms in a list of 
150 words of tha t type. The average college graduate makes twenty- 
seven mistakes. The average college professor makes eight mistakes. 
The average major executive in business makes only seven mistakes, 
for some reason which we don’t  understand a t all.
Vice-presidents score higher in English vocabulary than any other 
selective group we have ever measured. The last thing in the world tha t 
we expected to find was that they scored so high. Our first thought was 
that it was simply by reason of age. We know that the business execu­
tive averages definitely older than the general run of college graduates 
with whom we had experimented, so our next step was to plot change 
of vocabulary with age. We found vocabulary improves in almost a 
straight line improvement from the age of nine, which is about the 
earliest age a t which we test, up to the ages of 22, 23, and 24—some 
place in tha t neighborhood—and then continues to improve, but very 
much more slowly. From the age of 25 to 50 there is no more change in
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English vocabulary than there is in two school years. Apparently most 
of the change in the vocabulary comes in school years. There is no way 
to explain the high scores in successful executives.
You can always pick out some one man who has made a complete 
mess of school and later made a brilliant success of life. You can pick 
out another man who has been brilliant all the way through school and 
failed hopelessly in life. But if you take a large enough group—the tele­
phone company I think employs 3,800 men, and if you take a group of 
tha t size, there is a relationship between school success and executive 
success. Our next thought was that these large vocabularies must reflect 
school background, so the next thing we did was to get a group of 
executives who had almost no schooling. We finally succeeded in 
measuring 20 men who are now presidents and vice-presidents in suc­
cessful companies, men who left school a t the age of fourteen and 
who had no formal training since, and they also scored only seven 
errors.
I am often quoted as saying that non-college men score just as high 
as college men in vocabulary. Of course tha t is not true. If you take a 
very large group of non-college men and a group of college men, college 
men score measurably higher in English vocabulary than the non-col­
lege men. On the other hand, those few non-college men who finally 
become outstandingly successful in life score just as high as the college 
men who finally become outstandingly successful.
I t  seems to me the thing is very much more fundamental. If you go 
back to a thing like the wiggly block, you do not actually talk to your­
self. I remember the banker, who took forty-five minutes and then gave 
it up, talked to himself all the time. He would say, “ T hat must be a 
corner block; it has two flat sides.” He reasoned it out, but he could not 
put it together. The man who does it well is a man who somehow or 
other visualizes the thing and sees the thing in three dimensions.
M r . T o w ns : Did you find any correlation between the ability to put 
the wiggly block back together and the ability to read graphs and 
charts? Do you have any test on that?
M r . O ’Co n n o r : If it is a three dimensional graph in the sense of a 
blue-print?
M r . T o w n s : If i t  is  a  tw o  dim ension.
M r . O ’C o n n o r : Then it does not a t all. The wiggly block apparently 
is a three-dimension kind of thing.
M r . G eorge  C. L udo lph  (Minneapolis): I have been experimenting 
with these aptitude tests in employment work in public accounting for 
approximately four years. I have been wondering ever since I started 
whether anybody else in the public accounting field had been using 
them. Perhaps this was the appropriate time to find out; maybe 
we can get together and make a beginning, anyway, in our side of the 
field.
M r . O ’C o n n o r : I t  might be interesting to ask who here is using 
aptitude tests in selecting accountants. Apparently no one.
C hairm an  G r a c e y : I do not want to let it  go a t that, because in a 
modified form I have been using tests for some time past with fairly 
successful results.
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M r . Lu d o l p h : I h ave been looking forward to  th e  ch an ce o f ex ­
changing ideas w ith  som e one. I do n o t cla im  w e h ave an yth in g  com ­
p lete , b u t w e h ave m ade a  beginning.
In tellig en c e  T ests
M r . H a r v e y : D o th ese  so-called  in te lligen ce tests  w hich  are g iven  in 
schools, and perhaps in offices, correspond w ith  th e a p titu d e  te sts  w hich  
you  give?
M r . O ’Co n n o r : I would say no. We use no so-called general intelli­
gence tests. Our English vocabulary test correlates very closely with a 
general intelligence test score. I do not think our English vocabulary 
measures general intelligence but it does correlate very closely with a 
general intelligence test score.
M r . H a r v e y : H ow do you rate I.Q. tests in connection with hiring a 
man on a job?
M r . O 'C o n n o r : We do not use them a t all; we really use English vo­
cabulary instead. I never like to use a test unless I can tell a  man 
exactly how he scores.
I t  seems to me tha t the whole future of testing is going to depend 
upon the interest of the man who is taking the test. If you just test a 
man for a job and say he is not fit and send him out, he is going to feel 
tha t the test is no good and I think you have done a destructive thing. 
We do not believe in testing a man unless we can spend enough time to 
find his strong point, and, even though we do not want to hire him, to 
tell him what his strong characteristic is.
M r . H a r v e y : T hat should be a warning to us to be careful in our 
approach toward that.
D a n g e r s  of U n sc ie n t ific  T e st in g
M r . O ’C o n n o r : I think so. Many people who are giving tests today 
fail in two respects. In the first place, the temptation, if you are hiring 
a man for a job, is to give a test just for tha t job and turn away three 
or four times as many people as you actually hire—turn them all away 
with a feeling tha t they have failed, thus sending them out perhaps 
toward further failures, rather than toward success. A great many 
people are putting a good deal of faith in tests and I think if you give 
but one test you have actually done serious harm to every one that you 
have tested.
I think the second difficulty with tests today is tha t most people do 
not realize the care with which a test has to be given. A great many 
organizations are giving a test hoping to get results from it, but are 
really doing themselves more harm than good. You know that you have 
to go to a skilled chemist in order to get an accurate analysis and you do 
not try  to do it in your own organization, unless you have a chemical 
laboratory. I think these tests are just about in that same class. I t  is 
really a laboratory technique.
We do not let a person use tests a t all in our department until he has 
been with us two years. Even the simplest test cannot be given accu­
rately and an accurate result determined without about two years’ 
training. He gets a perfectly good result, he does everything we tell him
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to do, and apparently does not make any mistakes, but just does not 
come out with the right answer.
We are doing a great deal of testing for accounting groups, but we are 
doing it in our laboratory, or in those we are setting up. We have two 
permanent laboratories—one a t Stevens Institute in Hoboken and the 
other in Boston—which are open to any one who wants to come in. We 
make a charge of ten dollars for each person (which over a period of 
years just about covers the cost of testing tha t particular person) and 
send the subject a formal written report on the result of the test. We 
are doing a great deal of tha t type of testing. We are also setting up 
temporary laboratories wherever there is a  group of half a dozen who 
are interested in being tested.
M r . G o ld be r g : D o you  n o t th in k  th a t  th a t  m ethod  o f h aving  
som e ou tside organization d o th e testin g  is  m uch b etter  than  h av in g  it  
d one b y  an organization in terested  in em p loyin g  th e individual; th e  
p rosp ective em p loyee is  under nervous strain a t  th e  tim e h e is  looking  
for a particular position .
Mr. O’Connor: I think so. Many people come in for guidance. They 
know that we do not care really whether they pass that particular test 
or not, and we try, even with a person of that kind, to do a sound 
guidance job.
M r. L u d o l p h : I have been doing some work—not a great deal, but 
occasional work—with Professor Patterson of the University of Minne­
sota, and Dr. Williamson, the head of their testing bureau. They keep 
emphasizing tha t their side of the test is vocational guidance, whereas 
my side is to pick the one man for the one vocation.
I have narrowed it down; I only care about two tests, and everybody 
to whom I apply them is under the same nervous strain of applying for 
a position. I equalize tha t factor to some extent, and if a man’s nerves 
are causing him to make a poor showing on the test, I want to know it, 
because in our work we cannot use tha t kind of man.
S electio n  o f  E m ployees
Ch airm an  G r a c e y : I think th a t is a  very helpful, practical sugges­
tion, Mr. O’Connor, because I have proved the same thing, and I am 
sure if others would speak up, they would corroborate it, too. We can 
make allowance for the failure a man makes on his te s t ; in spite of the 
failure he may well be a useful man to us later.
May I ask you to read that letter that came in just about a  week ago 
from a school to which we wrote asking for reference on an applicant? 
Evidently they had tried aptitude tests and wanted to give us the 
benefit of their experience. I presume we can expect more letters of 
that kind in the future from the schools th a t are using the aptitude 
test. Would you mind commenting on tha t letter after you have read it?
Mr. O’Connor: Quoting: “ Although his scholastic record fluctuated 
considerably, I believe this is due to his lack of interest in application. 
His aptitude application showed him definitely above average, and on 
subjects of self-supporting employment or outside interest in which he 
was really interested, Mr. So-and-so received excellent records. I should 
consider it an excellent possibility for employment, especially after a
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year or two of specific training in his chosen field. He is pleasing both in 
personality and appearance, and, after once adjusting his sense of 
values, should be an outstanding employee."
Mine is almost a scientific interest. I don’t  think we ever ought to pass 
upon a judgment. T hat is, when you send a thing to a chemist, he 
doesn’t  pass upon it; he merely makes an analysis of the thing and 
turns the analysis over to you. I think that is very much the position 
in which we are today. We can give you an inventory of a m an’s charac­
teristics and, if you want it, we can tell you reasonably accurately 
whether he has imagination. If you want a man who is going to be able 
to take a large number of facts and integrate them and synthesize them 
and come out with an accurate conclusion, I think we can tell you 
whether he has tha t particular characteristic. If you want a man who 
is going to get definitely into an executive job, I think again we can tell 
you whether he has that characteristic. If you want a man who is going 
to take much more of a professional approach to his job, be much more 
of an individual worker than an executive, I think we can tell you 
whether he has tha t characteristic. In other words, I think we can give 
you an inventory of his characteristics.
M r. Ca f f y n : One of our worst problems a t present is tha t you have 
to work two or three years with a man to find out whether he has that 
little spark that accounting needs. W ith an intelligent use of these tests, 
we could save ourselves and the man th a t complete loss of time. There 
are men who just have not certain attributes which we know we require. 
The sad thing in our work is tha t he will not get a chance to do the type 
of work we want him to do for our organizations for maybe eight or ten 
years, and we are likely to labor for five years with him before we get a 
chance to test him ourselves on that work.
Mr. Harvey referred to the lack of imagination with so many people. 
The first two or three years tha t a youngster spends in an accounting 
office hardly gives us any opportunity to find out how much imagina­
tion he has, except by casual observation. We do not get it from his 
work. We get it from the way he talks to his fellow employees and 
people he is dealing with.
Ch air m a n  G r a c e y : In view of what Mr. Caffyn has been saying and 
in view of your remarks to him, would it be looking too far ahead to 
predict tha t the time may come when our junior applicants will bring 
a certified record from a human engineering laboratory?
M r . O ’Co n n o r : We are actually doing a great deal of that a t the 
moment, and it is growing very rapidly with us. I suppose we have 
nearly doubled our tests every year. So that it  definitely is a growing 
thing.
We are testing all day long. We have, as I say, these two laboratories 
where we are testing every single day from nine o’clock in the morning, 
doing just exactly that kind of job, and yet I still think tha t tests have 
to be used very carefully. I think you have got to realize tha t they are 
still in the experimental stage, but th a t statistically we are right. In 
other words, if we can measure and hire a hundred people, I know we 
will prove right, but we may be absolutely wrong with any one person. 
In the engineering group which I described a t the very beginning, two
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out of a hundred of the D ’s became brilliantly successful. We know we 
are wrong twice in a hundred times. On the other hand, statistically I 
think we are right.
M r . F . E . R oss (D etroit): Do you mean that those of us who might 
be located where we would not have the advantage of these laboratories 
ought not to try  to do anything in the way of tests ourselves, tha t it 
would be dangerous, or is there some possibility of using tests in a lim­
ited way th a t might be beneficial to us and not harmful to the applicant?
M r . O ’C o n n o r : I t  is a very difficult question to answer, just because 
so much work is being done with tests. I suppose I lean over backward 
to think of the applicant and his discouragement in case he is turned 
down for a  particular job. There are one or two organizations that are 
doing testing and are getting definite results from it. But I would say 
th a t from perhaps a hundred organizations th a t we have followed who 
are doing their own testing, most of them have tried it for perhaps five 
years and then scrapped it as not actually working out. I would say 
tha t under such conditions a great many more have scrapped tests 
than have found tests useful.
M r . R o s s : I im agine th a t w ould happen w here th ese tests  were 
w orked o u t b y  th e  com panies them selves, b u t isn ’t  it  possib le to  g e t  
expert assistan ce in  w orking o u t tests  from  laboratories o f th is sort 
w hich cou ld  b e used  in p laces w here th e laboratories them selves are n o t  
availab le?
M r . O ’C o n n o r : If you want my own opinion, which isn’t  really 
backed up very much, I would say you would do a better job just talk­
ing with a man and looking up his school records and looking up his 
experience and not bothering with tests. T hat is probably partly be­
cause I am so much interested in the pure laboratory end of the thing, 
and partly because I see so many things going wrong in the ordinary 
laboratory use of tests. In our own laboratory we have to control every 
single condition, and if a man who conducted tests for us is out of the 
laboratory for a month or so and comes back, he himself will say he is 
just doing a poor testing job—that he is not getting the right answer. 
I do not think a man can do good testing unless he is doing it all day, 
every single day, especially in the aptitude test. The English vocabulary 
test is generally available and is being used in something like forty 
different states a t the moment. T hat can be given quite accurately un­
der ordinary employment or ordinary office conditions and it checks in 
almost every field as nearly as we can tell, with success.
The vocabulary test does not separate one kind of person from 
another; it does not separate the doctor from the lawyer, and it does not 
separate the accountant from the engineer, but in each individual field 
it does seem to separate the successful man from the unsuccessful. 
T h a t is, we can plot salary more accurately against English vocabulary 
than we can against any other single test. I think that test may be 
used, but I would not recommend the aptitude test unless the organiza­
tion is big enough to have a full-time man whose whole job is to do 
nothing but give tests. To go back to the field of chemistry, a good 
chemist has to keep his hands into the job. He gets a technique with 
experience.
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M r . R o s s : Let us assume the organization is large enough so there is 
one man or two men in the personnel department and that one of these 
men might perhaps, during a part of the year, devote most of his time 
to interviewing applicants, and perhaps hire a great many. Now, 
taking that situation, is it possible for an expert to lay out certain 
elementary tests which he could use?
M r . O ’C o n n o r : I would say if there was a full-time man with an 
equipped laboratory doing the job, and doing nothing but a laboratory 
testing technique, tha t he would do just as good a job as we do.
M r . Jam es I. K e ll e r  (Miami): We got a general intelligence test 
from some firm in Chicago and tried it. Some of the members of my 
firm and some of our staff members who had been in accounting for 
some years were quite gratified to find we all rated very highly, but the 
difficulty was that we had nothing to gauge ourselves by. The informa­
tion with the test was all far below the class that we apparently found 
ourselves in. W hat we must do, it appears, is for a lot of accountants 
to try  that test themselves and gradually build up standards themselves 
of what they might expect.
M r . Ca f f y n : Not only that; it would seem to me that one firm of 
accountants is going to try  that test in a noisy room with a lot of clatter 
outside and people going here and there, and another firm may try  it 
with a very quiet room in a corner, and you would have vastly varying 
results.
I t  seems to me the need for this thing in the whole profession is 
apparent. Despite all you know about it, you indicate you are just 
scratching the surface yourself. I t  would seem to me it would be an 
awfully dangerous thing for the accounting profession to embark on 
aptitude tests a t present, certainly by themselves. To work with you 
in the development of something for the future is one thing, but it 
seems hopeless a t present to try  to do anything themselves.
M r . O ’Co n n o r : I think in general it is. I think there are exceptions, 
where companies would be large enough to do it, bu t in general the 
aptitudes are really in the laboratory stages.
Id ea l  A ge for  T e st in g
M r . A . D e W itt  A l e x a n d e r  (San Francisco): W hat is the ideal 
age to give it?
M r . O ’Co n n o r : The ideal, in laboratory testing, is to test a young­
ster first a t the age of nine or ten. At that age we can catch the "m any 
ap titude” youngster. If we wait until after that age, even the school 
has difficulty in getting him back into the habits of work. You have 
to get him back a t the age of nine, ten, or eleven, to avoid this difficulty 
later in life. Then we like to test that same youngster again as perhaps 
a high-school sophomore, when he is beginning to decide whether he is 
going to take the college preparatory course or the business course; 
and then we like to test him again as perhaps a freshman or sophomore 
in college where he is going to select his major subject or field of work.
M r . A l e x a n d e r : Has any work of this character been done on the 
Pacific Coast? Is there a laboratory there?
M r . O 'C o n n o r : Dr. Strong is doing a good deal of work there, but
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I think there is no laboratory doing this particular type of aptitude 
tests. We set up temporary laboratories in a good many places over the 
country. We set up a temporary laboratory every year in Chicago, in 
fact are setting it up a t the moment. There is a chance tha t before the 
year is over we will go to Los Angeles. We are trying to set up these 
temporary laboratories wherever there is a definite interest in the 
work.
Ch airm an  G racey  : Could you give us some idea of what the labora­
tory consists of, what its equipment is, besides what we have seen 
already?
M r . O ’C o n n o r : I t  is difficult to describe it all. We take perhaps a 
couple of trunk loads of equipment. There is a good deal of apparatus 
in the work, although it is all simple apparatus. I t  is difficult to go 
through and describe it all.
C hairm an  G r a c e y : I am just trying to visualize a room with a lot 
of students or would-be accountants in it going through some test.
M r . O ’Co n n o r : We never do any group testing. We never measure 
two men a t a time, and it takes us about two hours and a half or three 
hours to measure each person.
E ffect  of  N e r v o u sn e ss
We find if we give group tests we get this general factor of nervous­
ness, or whatever one wants to call it. In other words, we are trying 
to measure one thing a t a time and to say this man is perhaps nervous, 
but excellent after he gets over i t ; therefore, if you can put him into a 
job where he would not be doing new things all the time, he will be 
excellent, but you must not be sending him out into new fields. We 
are trying to say of another man that he is just as accurate, but not 
nervous. We are trying to isolate, in other words, these separate char­
acteristics really on almost a laboratory basis.
M r . Ca f f y n : And yet that nervousness you describe is not one of 
your ten aptitudes, is it?
M r . O ’Co n n o r : N o.
M r . Ca f f y n : T h a t is  another shadow  on th e w hole picture.
M r . O ’Co n n o r : I t  is another factor that comes into this thing, and 
presumably application, or what you might call some factor like that, 
is yet another one.
I t  would seem to me that even if you could establish these aptitude 
tests, they are comparatively unimportant compared with those two 
factors tha t I have just mentioned already, the ability to apply one’s 
self and use this aptitude; secondly, one’s nervousness and tendency to 
be distracted with other matters.
M r. L in d sl e y  H. N o ble  (Knoxville): Will you amplify the point 
you made earlier about the significance of absence of aptitudes in 
certain cases?
M r . O ’Co n n o r : Yes, in almost every field we found that the lack of 
some one characteristic is just as important as the possession of some 
other one characteristic. A characteristic th a t a man is not using tends 
to make him restless—to distract him from the thing that he is actually 
doing.
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For instance, one man who is president of a very large department 
store here in New York came in to take tests and scored exactly as he 
ought to as a merchandising executive. At the same time he scored very 
high in the wiggly blocks, which is not used in sales work and not used 
in merchandising of any kind; actually success in merchandising 
ordinarily checks inversely. I told him he was very high in this thing 
and ought to use it. We joked about it, and he said, “ I suppose you 
would like me to give up my store and go into engineering.” He saw 
what I was trying to get at. About a year and a half later he came back 
and said tha t he thought this thing over, and had organized a research 
department in his own store. He said they installed mechanical change 
makers, conveyors to carry bundles to the shipping department, a 
mechanical sorting device. He said he not only saved himself a lot of 
money, but he had more real fun in his job than he had ever had before 
—and all because he was using an aptitude that he had not previously 
called into play. He had come over originally because he was restless, 
did not like his job even though he was very successful in it.
I think an unused aptitude is apt to make a man restless.
M r . N o b l e : I m isunderstood you . I th ou gh t you  m ean t th e  lack  of  
an ap titu d e m ight be an ad van tage in  som e allied  field.
M r . O ’C o n n o r : I think the lack of an aptitude is just as important 
as an aptitude when you chart success.
M r . N o b l e : B u t i t  is  an unfavorable factor.
M r . O ’C o n n o r : T h e lack  o f an ap titu d e , I th ink , is a  favorable factor.
C h a ir m a n  G r a c e y : I think your point is, if I may get into the 
discussion for a moment, tha t too many aptitudes will tend to make a 
man restless, although he may be successful in using the aptitudes that 
he has the opportunity to use. Hence, you get the man leaving school 
with several aptitudes and never settling down to any particular job. 
Is th a t right?
M r . O ’C o n n o r : I think so. We really started this work with the 
notion of measuring the characteristics of the highly successful person, 
and yet I think even today we cannot define success. I think we can 
tell a boy or a girl his or her chance of sticking to a job for five years and 
earning a living a t it. I think we cannot tell any one his or her chance 
of finding real happiness a t the job, which, after all, is true success in 
the broadest sense of the word. Yet whenever later in life we have a 
chance to measure a person who in some intangible way seems really 
successful, who seems to have achieved this something which we think 
of as real happiness in a job, it is always a person who has found a way 
of using every characteristic tha t he happens to possess. If he has one 
characteristic, he has found a way of using it. If he has two character­
istics, he uses them. If he has three, he uses all three. If I were asked to 
define real success, if I were asked to define real happiness a t one’s job, 
I would define it as making use of every single characteristic tha t a 
person possesses, of making use of each one of these separate aptitudes 
that we can measure. I t  seems to me tha t we have taken a first step, 
perhaps a scientific step, toward helping each person toward that 
particular type of happiness which comes by living life to the full.
M r . Ca f f y n : I t  seem s to  m e, M r. O ’Connor, th a t there is  one very
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constructive phase of this work th a t accountants could use a t present. 
I t  would be of great value, I should think, to the larger firms which 
have departments calling for absolutely different types of men. Rather 
than waste years finding out what a man is going to be good at, it might 
be possible to find definitely if a  man had the aptitude that would make 
him a good tax man, another, a system man, and so forth, and direct his 
training accordingly.
M r . T o w n s : D o you find tha t graduates of engineering schools gen­
erally show high in aptitudes necessary for engineering work? Are there 
certain aptitudes that do not appear as strong in graduates from a lib­
eral arts course as may appear in noncollege graduates, for example?
M r . O ’C o n n o r : The most accurate selection is on the basis of 
vocabulary. W ith the engineering school, there is a certain selection of 
engineering ability, not accurate, but a certain selection, and a very 
accurate selection of English vocabulary. In other words, the sieve of 
college kicks out all the low-vocabulary men, but not so accurately with 
aptitudes.
M r . T o w n s : I t  depends on too many other factors.
M r . O ’Co n n o r : Y es.
M r . K e l l e r : D o you  feel th at, a fter a  m an h as been  in th e accou n t­
ing field for a  w hile , th e  ap titu d e te s ts  w ould  n o t b e as accurate as one  
w ho is  ju st beginning?
M r . O ’Co n n o r : I think they are just as accurate. We took a group 
of accountants who had been accountants one year, five years, ten years, 
and twenty years, to see the change of aptitudes, and there is appar­
ently no change of aptitudes with experience.
M r . F ie l d : D o y o u  th in k  i t  w ould  be o f an y  use to  th e  profession if  
you , or a  laboratory lik e yours, w ould  send  a  m an ou t, le t  h im  learn  
w h a t au d itin g  is  ab out, w h a t th e auditor has to  do, w h a t he has to  try  
to  find, and then  send  h im  around to  th e various accoun ting firm s to  
ap ply  for a  job , ju st  so th a t  h e can see w h a t peop le are after, to  learn  
som eth ing  m ore o f w h a t is  required o f th ose w ho are goin g to  en gage in  
it?  D o  you  th in k  in  an experience of th a t kind you  could ou tlin e a  se t  
of te s ts  for general use am ong th e accoun tants w hich  w ould  bring b etter  
resu lts or b e surer o f good  results than  w e are a t  present?
M r . O ’C o n n o r : The way we develop a test is to take a group of men 
who are actually doing the job a t the moment and really putting them 
through the test. T hat is, we have not yet reached the place where we 
can go and look a t a job and say what characteristics tha t job requires. 
The only really scientific way is to take a group of ten or twenty or 
th irty  men who are doing, let us say, auditing and put them through 
tests and see actually mathematically what characteristics they possess 
and what characteristics they lack.
M r . F i e l d : D o you  th in k  th a t th e resu lt o f such  w ork w ould be of 
va lu e to  th e accoun ting  profession in h elp in g them  to  se lect m en?
M r . O ’C o n n o r : I do very definitely, yes—without any question.
M r . A d r ia n  F. S a n d e r b e c k  (Pittsburgh): Do you find any men tak­
ing these tests where the equipment is such tha t they do not do them­
selves justice, or do you have a sufficient variety to ensure your being 
able to test every one satisfactorily?
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M r . O ’C o n n o r : I think we have a sufficient variety of tests. We may 
spend one minute getting one man ready for the first test and we may 
spend half an hour getting the next man ready before we start testing 
him a t all.
M r . S a n d e r b e c k : I am the chairman of the Pennsylvania State 
Board of Examiners, and I happen to know that some of the men, after 
the examination is over and they find they fail, claim that their minds 
just went blank on the test.
M r . O ’Co n n o r : I th in k  it  is p erfectly  possib le for th a t k ind  of th in g  
to  happen. I th in k  part o f th e  testin g  techn iqu e com es in  avoid ing ju st  
th a t k ind  o f th ing.
M r . G o l d b e r g : Is it  n o t m ore lik e ly  to  happen w ith  th e applica­
tion  o f th ese  te s ts  b y  in d ividual firms than  w ith  a scientific laboratory  
test?
M r . O 'C o n n o r : I think so, because I think part of the technique of 
testing  is to overcome that kind of thing.
M r . S t e r n : Inasmuch as a  number of the larger accounting firms 
draw their junior accountants from among the graduates of large uni­
versities, it occurs to me that these aptitude tests might very well be 
given within the college, before the men come down to make application 
to the accounting firms. I was just wondering if there was any relation­
ship between tests given in the psychology departments of large uni­
versities and the tests in which you are pioneering.
M r . O ’C o n n o r : We do a great deal of testing of tha t kind, setting up 
laboratories in a great many universities. We do not like to test for the 
university or for the school. I am very much interested in the long dis­
tance future of testing and it seems to me that a t the moment we know 
enough to help a man who is really interested in the tests and in the 
results. We do not know enough to go and take a man and say, “ You 
have got to take tests.” So when we go to a school, as we do in a great 
many cases, every person who wants to take tests must go to the head­
master or to the dean, ask to take tests and make his own appointment. 
T hat is, we do not test in wholesale lots, but we are setting up a great 
many laboratories in colleges and universities just exactly as you 
suggest.
C h a ir m a n  G r a c e y  : T hat seems a good point on which to close our 
meeting, which has been most helpful. I t  has been gratifying to see 
the way in which the discussion has passed all over the room. Nearly 
every one has participated.
I think in view of the intensely interesting lecture and discussion 
we have had, we ought to rise and give our speaker a vote of thanks.
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Accountants’ Certificates
A Round Table
Th e  meeting convened at 2:20 P. M. on October 20th at the Waldorf-Astoria, New York, with Mr. James H. Wren, of 
New York, presiding. An introductory statement by the chair­
man and three forms, respectively designated as “Accountants’ 
Report,” “ Accountants’ Certificate,” and “ Opinion of Indepen­
dent Public Accountants,” were distributed at the beginning of 
the meeting. These are reproduced as follows:
To Members in Attendance:
In January, 1934, after months of labor and many exchanges of views 
with other important committees, our own committee (George O. May, 
chairman, Archibald Bowman, Arthur H. Carter, Charles B. Couch­
man, Samuel D. Leidesdorf, and W alter A. Staub) brought out the 
form of accountants’ report or certificate which has been in general use 
since tha t time. Like our Constitution, this form has been both criticized 
and praised. Again, like our chief national document, its conditions 
have been abused. Nevertheless, when it is read in connection with the 
correspondence between the committees and the six accompanying 
notes (often overlooked!) it remains its own best evidence of a  job 
well done.
T hat the form should have been sometimes stretched to fit qualifica­
tory m atter for which it was never intended cannot be charged to any 
committee. Neither is it surprising th a t faulty adaptations, oft re­
peated, should have led to a sort of consecration in the use of phrasing 
that is equivocal or unclear. Precedent is sometimes good and sometimes 
bad. When we consider also th a t no form can be perfect and tha t not 
even time stands still, it seems fitting and proper th a t we should look 
into the m atter of both form and usage and attem pt through discussion 
to shore up weaknesses wherever they may be.
During the month of September I wrote to a  number of Institute 
members throughout the country inviting them to suggest topics for 
discussion. The response was most gratifying. M y difficulty has been to 
hurriedly boil down all this front-line frankness into questions of 
reasonable length, and this I have attem pted to do in arranging the 
topics herewith.
In order to have something to point to as the discussion progresses 
I have thought to include in this printed piece: (A) the form of account­
ants’ report, with notes, as suggested by the Institute committee in 
1934; and (B) a certificate of many qualifications adapted from current 
annual reports (.Electric Auto-Lite, International Salt, Interlake Iron, 
Bastian-Blessing, Eagle-Picher Lead, etc.); and (C) a rearrangement of 
the latter form to illustrate as many as possible of the ideas and sug­
gestions tha t members have sent me.
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This rearranged form is certainly not all it should be. Here again time 
has not permitted me to do justice to the meaty letters in recent mail. 
Your criticism of this rearrangement is needed, is invited, and will be 
gratefully received.
J am es  H. W r e n
FORM OF ACCOUNTANTS’ REPORT—A*
To the X  YZ Company:
We have made an examination of the balance-sheet of the XYZ 
Company as a t December 3 1 , 1933, and of the statement of income and 
surplus for the year 1933. In connection therewith, we examined or 
tested accounting records of the company and other supporting evi­
dence and obtained information and explanations from officers and 
employees of the company; we also made a general review of the ac­
counting methods and of the operating and income accounts for the 
year, bu t we did not make a detailed audit of the transactions.
In our opinion, based upon such examination, the accompanying 
balance-sheet and related statement of income and surplus fairly 
present, in accordance with accepted principles of accounting consist­
ently maintained by the company during the year under review, its 
position a t December 31, 1933, and the results of its operations for the 
year.
n o tes
1. I t  is contemplated that before signing a report of the type suggested, 
the accountant should have a t least made an examination of the 
character outlined in the bulletin, Verification of Financial State­
ments, as interpreted in the communication of the committee on 
stock list to the governing committee dated October 24, 1933.
2. The report should be addressed to the directors of the company or 
to the stockholders, if the appointment is made by them.
3. The statem ent of what has been examined would, of course, conform 
to the titles of the accounts or statements reported upon.
4. In the second sentence, any special forms of confirmation could be 
mentioned: e. g., “ including confirmation of cash and securities by 
inspection or certificates from depositaries.”
5. This certificate is appropriate only if the accounting for the year is 
consistent in basis with th a t for the preceding year. If there has 
been any material change either in accounting principles or in the 
manner of their application, the nature of the change should be 
indicated.
6. I t  is contemplated that the form of report would be modified when 
and as necessary to embody any qualifications, reservations or sup­
plementary explanations.
* The above appears on page 47 of the booklet, Audits of Corporate Accounts, pub­
lished by the American Institute of Accountants January 21, 1934, and containing 
correspondence of the special committee on cooperation with stock exchanges.
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ACCOUNTANTS’ CERTIFICATE—B
To the Board of Directors, the CEQ Company:
We have made an examination of the consolidated balance-sheet of 
the CEQ Company and subsidiary companies as a t December 31, 1937, 
together with related statements of income and surplus for the year 
1937. In connection therewith, we examined or tested accounting 
records of the companies and other supporting evidence and obtained 
information and explanations from officers and employees of the 
companies; we also made a general review of the accounting methods 
and of the operating and income accounts for the year, but we did not 
make a detailed audit of the transactions. We were furnished with re­
port of chartered accountants upon their examination of the accounts 
of the SNC Limited.
Cash dividends paid within the year were charged to capital surplus, 
pursuant to resolution of the board of directors. The company’s attor­
neys have stated that in their opinion it is proper, under Michigan law, 
to declare such dividends out of capital surplus.
Charges for bond discount have not been amortized over the life of 
the bonds, the entire amount of such charges having been written off in 
prior years against earned surplus.
Depreciation on buildings a t the CD plant (acquired in 1930) had 
not been provided for in prior years, although in the accompanying 
financial statements provision has been made retroactively to date of 
acquisition and the accounting records adjusted accordingly.
As a t January 1, 1937, the policy was adopted of allocating interest 
income on installment notes purchased to the earnings of the periods 
covered by the notes. This change in policy results in $44,000 less 
credit to the year’s operations than would have been reported under the 
former procedure of including in earnings the full amount of such inter­
est a t the time the notes were acquired.
For the year under review the basis of provision for uncollectible 
notes was substantially revised, the effect being to reduce by $68,000 
the charge to current operations which would have resulted from con­
tinuance of the basis employed during the previous year.
Canadian subsidiaries have been included in the consolidation on the 
basis of dollar parity.
In our opinion, based upon our examination and subject to the fore­
going comments and to the fact that the carrying value of the CD plant 
is in excess of the probable realizable value, the accompanying consoli­
dated balance-sheet and related statements of income and surplus 
fairly present, in accordance with accepted principles of accounting 
consistently maintained by the CEQ Company and subsidiary com­
panies during the year under review, their position a t December 31, 
1937, and the results of their operations for the year.
B l a n k , B la n k  & B lank
New York,
March 10, 1938
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OPINION OF IN D EPEN D EN T PUBLIC ACCOUNTANTS 
To the Board of Directors, the CEQ Company:
We have made an examination of the accompanying financial state­
ments (consolidated balance-sheet, summary of consolidated income, 
and consolidated surplus accounts) of the CEQ Company and sub­
sidiaries for the year ended December 31 , 1937. In connection therewith, 
we made a review of the accounting methods and examined or tested 
accounting records of the companies and other supporting evidence in 
a manner and to the extent which we considered necessary in view of 
the systems of internal accounting control. The physical quantities and 
condition of the inventories were certified to us by officials of the com­
panies. We were furnished with report of chartered accountants upon 
their examination of the accounts of the SNC Limited.
Based on our examination and the information furnished us, we are 
of the following opinion with respect to the accounting methods of the 
companies and the financial statements examined:
T h e  A ccounting  P rin c iples  em p loyed  h ave been  in keep ing w ith  
sound accounting practice, excep t th a t (a) cash d iv id en ds paid w ithin  
th e year w ere charged to  cap ital surplus instead  of to  earned surplus, 
and (b) charges for bond d iscount h ave n o t been  am ortized over th e  life 
of th e bonds, th e entire am oun t of such charges h aving  been  w ritten  off 
in prior years again st earned surplus, and (c) depreciation  on  buildings  
a t  the CD plant (acquired in 1930) had n o t b een  provided for in prior 
years, although  in th e  accom panying financial sta tem en ts provision has  
been m ade retroactive ly  to  d a te  of acqu isition  and th e accounting  
records adjusted  accordingly.
T h e  A ccounting  P ro cedures followed during the previous year 
have been consistently followed and applied during the year under 
review, except th a t depreciation a t the rate of $52,000 per year is now 
provided on the CD plant buildings; also, interest income on install­
ment notes purchased is now allocated to the earnings of the periods 
covered by the notes, resulting in $44,000 less credit to the year’s 
operations than would have been reported under the former procedure 
of including in earnings the full amount of such interest a t the time the 
notes were acquired; also, the basis of provision for uncollectible notes 
was substantially revised, the effect being to reduce by $68,000 the 
charge that would otherwise have been made against current 
operations.
T h e  F in a n c ia l  S tatem ents herewith and notes thereto fairly 
present, subject to (a) and (b) above and to the fact that the carrying 
value of the CD plant is in excess of the probable realizable value, the 
financial condition of the companies a t December 31, 1937, and the 
results of their operations for the year.
B l a n k , Bl a n k  & B la n k
New York,
March 10, 1938
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T h e  D iscussio n
Chairm an  W r e n : Fellows, it is about time now we came to such 
order as we will need. I t seems to me tha t we are due to get some real 
benefit out of this meeting. Here we have accountants from all parts of 
the United States, those in private employ, as well as those in public 
practice. I am particularly glad to note th a t Mr. Blough is here, and 
also others from Government service. We can scarcely help finding a 
few kernels of tru th  as we sift this question of accountants’ certificates.
Now I presume each of you has one of these timetables.
We have here the form of unqualified certificate suggested in 1934 by 
the special committee on cooperation with stock exchanges. Here is an­
other certificate with many qualifications, to illustrate current usages. 
And lastly, here is rearrangement “ C,” based on suggestions tha t 
members have sent me.
I had hoped to announce the presence of several members who served 
on the famous stock exchange committee in 1934. Mr. Couchman is 
busy, as usual, in the service of the Institute. Unfortunately, Mr. Bow­
man had other commitments for the day, and Mr. May was called out of 
town. Mr. Leidesdorf has not yet arrived; neither has Mr. Staub. But 
Colonel Carter is very much here, and I would like to ask him to take a 
bow at this time. [Colonel Carter arose and was warmly greeted.]
Now for the questions. I t  would be best, perhaps, first to call on those 
whose names are listed, and then hear from others who may want to 
speak.
I am glad to see Mr. Will-A. Clader here. I wonder, Mr. Clader, if 
you are ready to give us your views with respect to question No. 1, 
namely, “ W hat caption, if any, is best?”
What caption, i f  any, is best?
M r . W ill-A . Cla d er  (Philadelphia): Of course, my views probably 
will not be of much interest to my friends here, bu t I just happened to 
be during the past year chairman of the committee on review of pub­
lished financial statements of the Pennsylvania Institute of Certified 
Public Accountants, and in the course of our work we reviewed over 250 
published financial statements, some of them being prospectuses.
One of the subjects th a t came before our committee, but which, how­
ever, did not arouse any considerable excitement, was the caption for 
the certificate. We noticed quite a number of captions starting with the 
old-fashioned term, “ Accountants’ Certificate.” Many of us believe it 
would be wise, to abandon, if we could, the word “ certificate.”
We found tha t the terms, “ Accountants’ Certificate,” “ Accountants’ 
Report,” “ Opinion of Independent Public Accountants,” and “ Opinion 
of Independent Certified Public Accountants,” were a few of the cap­
tions used. So I undertook to write to some of the larger firms and ask 
what their preference was with respect to captions. We found tha t the 
national firms are not wedded to any particular term —even one firm 
will use different captions—and as a result our committee did not rec­
ommend any captions, considering tha t the m atter was only a question 
of minor detail. But my personal opinion, after studying the situa­
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tion and the various reports, is tha t the word "rep o rt” might be mis­
leading, particularly with respect to the published financial statements 
that are rendered to stockholders in connection with the so-called an­
nual report.
In my comments to my Pennsylvania Institute, I suggested that the 
caption, "Opinion of Independent Public Accountants,” would be 
preferable.
Ch airm an  W r e n : By coincidence, Mr. Clader, tha t is the caption 
I have used here, under "C .” I don’t think you suggested it to me, 
though. I must have gotten it from some other letter. By the way, the 
Bethlehem Steel prospectus used that caption just the other day.
Mr. George Cochrane isn’t  here. I will quote from his letter: “ If your 
discussion can settle or start activities which will lead to a settlement of 
whether it is an accountant’s certificate, an accountant’s report or an 
accountant’s opinion tha t is being given when we write those various 
paragraphs to our clients, I think that much will have been done.”
It seems tha t we ought to dispose of question No. 1 very quickly. It 
appears to be an easy question—very much like the first question on the 
income-tax return: "Are you a citizen of the United States?”
Let us go down to Mr. Home. He is here, I know. Mr. Horne, give us 
your views, if you will.
M r . H e n r y  A. H o rne  (New Y ork): I haven’t  any large views on the 
subject, but I do think that the term “ certificate” seems to me to be a 
very inadequate sort of title. So far as my preference is concerned, I 
prefer to adhere to the word report, and I should think that, with 
respect to these things we have been calling “ certificates,” if they were 
commonly denominated “ Short Report of Accountant,” tha t would be 
the way my thought would go.
I do not a t all dissent, though, from the caption suggested, “ Opinion 
of Independent Public Accountants,” but I think our legal friends will 
rather arrogate to themselves the right to express opinions.
Ch airm an  W r e n : Y ou d on ’t  th in k  th e y  w ould  accord us th is p riv­
ilege, or d iv id e up  w ith  us?
M r . H o r n e : We might take it away from them.
Ch a ir m a n  W r e n : Let’s see if Mr. George A. Maxwell is here; he is 
the comptroller of Manufacturers’ Finance Company down in Balti­
more. I am sorry Mr. Maxwell couldn’t  come. Let me read a paragraph 
from his letter: “ Accountants should discard the terms ‘certified’ and 
‘certificate,’ and begin using the word ‘opinion’ when referring to the 
comments appended to a balance-sheet or other financial statement. I t  
sounds a little more dignified and professional. If we all got into the 
habit of thinking in terms of the word ‘opinion,’ it would have a de­
cidedly beneficial effect on bankers, lawyers and corporation executives. 
The accountant would then have the privilege of behaving like a human 
being, and conceded the right to express an ‘opinion’ th a t would not 
necessitate the examination of every item and transaction and its docu­
mentation throughout a given period of operations.”
Mr. Homer S. Pace, the next man here on our timetable, wrote th a t 
he would not have the opportunity to attend this meeting. I will read 
one sentence from his letter: “ I t  would be much better if we contented
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ourselves with the idea tha t our little official addendum is an opinion 
rather than a certificate.”
Now, we come down to Mr. Taylor, from Cleveland. I am glad 
you are here, Mr. Taylor. Could you give us your views a t this 
point?
M r. W illiam  J. T aylor  (Cleveland): I don’t  think I can say any 
more than Mr. Maxwell has said. T hat exactly expresses my views, 
except th a t I go a little bit further—to my mind, when I hear the word 
“ certificate,” I always picture a sheet of paper with maybe a gold seal 
and a piece of red ribbon on it; I don’t  think the word conveys the right 
idea, and I don’t  think we need to use it.
Ch airm an  W r e n : I t  is too much of an endorsement, perhaps?
M r . T a y l o r : Well, no; I think tha t the terms “ certified” and “ cer­
tificate ” are misapplied in the particular thing tha t we are trying to put 
over. I don’t  think th a t “ certified” or “ certificate” define the thing 
that we are trying to do, which is to express an opinion.
Ch airm an  W r e n : I see; good or bad.
Now, we have exhausted our list, but before asking others to talk on 
question No. 1, I want to read a paragraph from Mr. Lewis A. Car­
man’s letter. Mr. Carman is out in California and couldn’t  come. But 
he has something here; let me read one paragraph: “ The word ‘cer­
tificate’ which implies th a t something has been made absolutely and 
super-humanly certain, is not appropriate. To call the thing a ‘report’ 
or an ‘opinion’ seems pretty weak, and the term  to be used might well 
be selected from the following: endorsement, approval, ratification, 
confirmation, assent, joinder or concurrence. ‘Ratification’ means the 
act of fixing by calculation and expresses fairly exactly what account­
ants do. Perhaps, however, ‘endorsement’ is the best term  if the view 
that accountants approve or endorse the statements of their clients is to 
to be fostered.”
Well, we don’t  do either one, do we, Mr. Taylor? We just sit down 
and report on what we see and call it our opinion?
M r . T a y l o r : And I think the term depends on the qualifications of 
whomever renders the opinion. I t  can be weak or it can be strong, 
according to the qualifications and standing of the one who expresses 
the opinion.
Ch airm an  W r e n  : I see. Now let’s have some other views before we 
go on to question No. 2.
M r. L inco ln  G. K elly  (Salt Lake C ity): I would like to hear a few 
words from Colonel Carter as to the views of the committee that 
formulated this first report. As I understand it, th a t was designated, 
or the caption on there was “ report.” T hat seems to me to cover the 
whole situation, and “ opinion” is included in it. But there is a little 
more than opinion there.
C hairm an  W r e n : The term “ report” includes what we did, and our 
opinion, too.
M r . K e l l y : T hat would be my judgment, because we are setting 
forth here the results of an examination. There must have been some 
pretty good reason for the committee to adopt th a t caption. I would 
just like to hear about it.
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Ch airm an  W r e n : Colonel Carter, would you like to join in the 
discussion a t this point?
Colonel  A r th ur  H. Ca r t e r  (New York): I think you must all 
recognize th a t when this certificate was first designed, the S.E.C. law 
had not passed. I think I am correct in stating tha t the committee 
endeavored to eliminate from the old type of certificate, “ We hereby 
certify in our opinion,” and I think you will notice that tha t is dropped 
in this certificate.
In order to get as far away from it as we could, we changed the 
feathers and we called it “ report.” When the securities act was up for 
hearings before the Senate committee on banking and finance, I hap­
pened to be called before tha t committee and testified on the law; and 
the one stumbling block in their questioning, a t least stumbling to me, 
was, “ W hat are you going to say about this word ‘certificate’?” I t 
bothered those senators very much. In fact, I remember the old chair­
man from Florida, when the hearing was over, wrote a letter and asked 
us to give him some words to use in place of “ certificate.”
He said, “ I understand about the clerk of the court certifying a 
decision in the court, I understand a title being certified, or being 
certified by some public official, but I can’t  quite reconcile the word 
used by accountants.”
We are responsible for the word; don’t  forget that. We built up a 
custom  and usage that you can’t  cast aside too quickly. We tried as 
best we could to do it, but I think it is proper to say today tha t the 
trend is back to the word “ certificate.” Why? Because the general 
public (who, after all, are the people th a t must understand, more so 
even than we, if possible, what we mean and what we say) is accustomed 
to calling it and referring to it as the accountants’ certificate, and it is 
going to be hard to change that word, unless the profession as a whole 
unanimously adopts the word “ report” or “ opinion.”
I don’t  think it makes much difference whether you say, “ Report of 
Accountant,” or “ Opinion of Independent Accountant.” I am inclined 
to think if everybody would do it, I would favor the latter, because it 
follows more closely the law as we have it today on accounting in the
S.E.C. I t  follows the regulations of the S.E.C. in various places. I don’t  
mean tha t they have prescribed that, but the trend, or the indication 
is th a t they are looking for an opinion of the accountant. They are not 
talking about a certificate, they want you to express your opinion 
about the accounts; and that is what it is.
I t  would be fine if you could persuade this big, united profession of 
ours today to unite unanimously and call this the opinion of the inde­
pendent—I think “ certified public accountant” should be put in, 
because tha t is our legal title in this country—th at is our sign of 
quality. If we could put tha t in it and everybody would do it and 
understand why they are doing it, I think it would be fine; but until 
you get that, you are going to have differences.
Ch airm an  W r e n : As Colonel Carter says, the public refers to it as a 
certificate. The question is, whether we should call it what the public 
calls it, or whether we should give it a label different from what is com­
monly known as its name. Mr. Kelly, you didn’t  finish, did you? You
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got Colonel Carter started, but you want to say some more, don’t  you?
M r . K e l l y : I think if I were designating a term, one that would suit 
me better than any other one, I would put in the caption, “ Report and 
Opinion.”
C h airm an  W r e n  : T hat would cover it from both sides, first what we 
did and then what we have to say about it.
Will some one else give us another thought on that?
M r . W. E r n e st  Se a t r e e  (Paris, France): I would like to develop 
the thought tha t a great many of the statutory provisions for the ap­
pointment of auditors usually say the auditors shall report to the share­
holders; they are reporting on their findings; and the certificate as it 
stands here is more than an opinion. I t  is a  statem ent of what was done, 
and sometimes a statement of other things, and winds up with a report. 
And I think th a t so far as the public is concerned, it has been educated 
to call it certificate because accountants possibly loosely call it cer­
tificate. I think over a period of time the public could be educated to 
regard it  as a report.
C h airm an  W r e n : Mr. Seatree has brought out the point th a t in 
spite of the fact th a t the term “ certificate” is embedded in the vocabu­
lary of the public, still th a t ought not to prevent accountants from 
changing i t ; if the public is thinking wrong about the m atter, even if we 
started them to thinking wrong, it isn 't too late to put the public as well 
as ourselves on the right track.
M r. Ch arles  S. R ockey  (Philadelphia): Mr. Wren, it appears to 
me, after hearing Colonel Carter, th a t the caption “ Opinion of Inde­
pendent Certified Public Accountants” is all right on plain paper to be 
submitted to the S.E.C., but I would feel rather awkward in putting 
tha t phraseology on our own stationery. We have been using the 
words, “ Certificate of Accountants” for the statement th a t goes to 
bankers for credit purposes. I would like to see the same phraseology for 
the certificate to bankers and the certificate to the S.E.C.
M r . D a v id  H im m elblau  (Chicago): May I ask a question? As 
long as the accountants are acting as auditors, why use the word “ ac­
countants” a t all? Isn’t  it an auditors’ statement rather than an ac­
countants’ statement? I can’t  see the need for the use of the word, 
“ accountants,” when in every case you are reporting as auditors rather 
than as accountants; and I agree with the gentleman who mentioned 
earlier tha t the word “ certificate” is so deeply embedded in the lan­
guage of the business public tha t you are going to have a terrible time 
getting rid of it, because we do have so many other reports besides this 
particular form of report. I doubt very much if you are going to get rid 
of the word “ certificate” so easily.
C hairm an  W r e n  : Like pulling an eyetooth to  get it  out? Still there is 
hope, as Mr. Seatree has said. We might correct the misconception 
sooner than we think.
Mr. Himmelblau has suggested th a t we substitute the word “ audi­
to rs” for the word “ accountants.” Mr. Seidman, will you give us your 
view on that?
M r. Jacob  S . Se id m a n  (New Y ork): Mr. Wren, I am rather hopeful 
that we may get to these cardinal fourteen points.
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Are statements ours or client's?
C h airm an  W r e n : S o am I ; can we have a motion to go ahead? Ques­
tion No. 1 is taking up a lot of time, but if there is any grain left in the 
straw I would like to thresh it out. W hat do you all think? All right, we 
will go ahead. Let us go down to No. 2, “ Are statements ours or 
client’s?”
I wonder if Mr. Frederick B. Andrews, of Chicago, is here. Suppose I 
read a paragraph from his letter; it introduces the subject with a bang: 
“ I should be interested in hearing a defense of what seems to me a pure 
fiction in the certificate, namely, the statem ent to the effect th a t what 
the auditor has examined has been the balance-sheet prepared by the 
management of the company under audit, rather than the accounts 
from which the balance-sheet was prepared. I say ‘fiction’ because I 
believe it to be the general experience th a t the balance-sheet as finally 
published is the product of the examining accountant, rather than of 
the management.”
Let me read also from Mr. Carman’s letter: “ There is the elaborate 
fiction th a t the statements prepared by the client are what we really 
examine, and that any squints we might take a t the accounting records 
are merely casual or even almost accidental.”
Mr. Kelly, will you join us now and take up No. 2?
M r . K e l l y : Mr. Chairman, I am rather in harmony with the state­
ment made by Mr. Andrews.
Ch airm an  W r e n : Y ou th in k  it  is a  fiction, too?
M r. K e l l y : T hat is particularly true as far as my own experience 
and my own practice are concerned. We have various engagements and 
of course there may be a different situation arising where you are fur­
nishing a condensed report for a listed company. I don’t  know that 
there would be any particular objection to saying we examined the 
balance-sheet of so-and-so, because after the audit adjustments are 
made on the books, why, presumably th a t is the balance-sheet of the 
company, and after it is accepted and acquiesced in by them and your 
corrections are all made, why, then, of course, tha t certainly is their 
balance-sheet, although you present it and prepare it.
But we have had some discussion with clients in using th a t term, and 
with the comeback that you are employed to audit and examine the 
accounts and records and prepare the balance-sheet, which we do prob­
ably in nine cases out of ten.
C h airm an  W r e n  : But where it is not a listed company, you prefer to 
say we examined the books and records, instead of the statements?
M r. K e l l y : Yes.
C h airm an  W r e n : Has any one a different opinion?
M r . H o r n e : The second sentence of the standard report, if we call it 
that, begins: “ In connection therewith, we examined or tested account­
ing records of the Company.” I t  does seem to me that those of us who 
have large clients do truly exercise our skill and judgment and discrim­
ination on the statements of the company. Nevertheless, these clients 
have good accounting staffs and can prepare their statements quite as 
well as we can.
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I feel flattered tha t I am called into consultation with them as to how 
they shall do it, but the fact is tha t they do prepare the statements in 
the cases of the clients that I most highly esteem. There are plenty of 
cases where we go in and examine the books and records and prepare 
their statements for them. But in the larger and more important cor­
porations, I am quite sure tha t the accounting staffs feel that they are 
their statements, and I am quite sure it was tha t viewpoint that dis­
posed the committee to initiate this form of accountants’ report with 
the statement th a t we have made an examination of the balance-sheet 
of the XYZ Company.
Ch airm an  W r e n  : T hat reminds me of what Colonel Carter told me 
once; something about a legal point involved. Colonel Carter, will you 
give us your view along that line?
C olonel  Ca r t e r : Mr. Chairman, I think tha t question was con­
sidered very thoroughly by the committee that designed this certificate. 
Mr. Kelly’s point is the natural point to be raised when you consider 
this certificate in connection with any kind of examination of accounts. 
But by and large, balance-sheets that are put out by these companies 
are the representations of those companies based upon their books of 
account, which are their official record.
A consolidated balance-sheet has no legal standing in this country, 
and I don’t  think any accountant would assume the responsibility of 
calling a consolidated balance-sheet his own. Furthermore, I think tha t 
when you consider the decisions that have been rendered in the courts 
regarding accountants, you won’t  find any reference, at least very little, 
to anything but books of account, meaning the accounts as a whole, the 
underlying supporting records, and all that.
We would be going pretty far in all cases, although there may be ex­
ceptions, if we assumed to put out a balance-sheet as our own. The 
records that were made in the books are the company’s records, so that 
the result of an assembly of those accounts in a balance-sheet must 
necessarily be the company’s records.
They may hand us the balance-sheet or may hand us the job to help 
their accounting department prepare the balance-sheet; tha t is clerical 
work, but nevertheless, after th a t is handed to us or during the process 
of receiving it, we must make an examination of the accounts, the ac­
counts as a whole. We must consider their internal system of control, 
and we must do everything that is necessary to give us a basis for ex­
pressing an opinion tha t the balance-sheet represents the financial 
condition of tha t company.
In England, as Mr. Seatree could tell you, they regard the balance- 
sheets or any accounts tha t are put out as the representations of the 
company. The auditor is handed the accounts, and he examines the 
underlying records and he gives his report as to tha t balance-sheet as he 
sees it, based upon his examinations.
We obviously were concerned, when this certificate was designed, 
with the very point that Mr. Kelly raises, and we thought we had cov­
ered it in the second sentence, to which Mr. Horne calls attention. We 
wanted to bring out, and we still think, I believe, in that committee—I 
do a t least—that the balance-sheet is the company’s balance-sheet.
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When I prepare it for him and then certify it (I don’t  mean tha t I 
write up his books, but whether I assemble the data for him, which I 
generally do not do), nevertheless it is his. I certainly wouldn’t  put it out 
without his approval, and it should be really a record, or rather an 
exposé of the assembly of all of his accounting records. That is his, he 
wrote it in the book, he made the transactions; they recorded them and 
the assembly of it is theirs.
M r . W illiam  D . Cr a n st o u n  (New Y ork): I think it depends on 
what type of practice you are engaged in. I think among our smaller 
clients we have no right to say, perhaps, th a t it is the client’s balance- 
sheet, because he depends on us to use our skill and judgment in 
interpreting the facts on his books and assembling them in the proper 
manner; but I think when there is a public interest in the statement we 
have got to put the primary responsibility on the corporation, and will 
have to make it accept the distribution of items which we have made 
before we are willing to certify to it ourselves.
Ch airm an  W r e n : Mr. Cranstoun, in the case of the smaller client, 
you make up his statement for him and then you say it is your 
statement— ?
M r. C r a n st o u n : We have prepared the balance-sheet for him.
Ch airm an  W r e n : All right, it is your statement and he looks a t 
it and says, “ Well, now, I don’t  want to show th a t item the way you 
show it.” Then you may have to say, “ If you don’t  want to show it that 
way, why, we will show it the way you want to show it.” Whose 
statement would it be in that case?
M r . C r a n st o u n : Mr. Wren, th a t balance-sheet would be prepared 
the way I wanted to show it, or it wouldn’t  be prepared a t all.
Ch airm an  W r e n : Y ou w ou ldn ’t  g iv e  him  anyth ing?
M r. Cr a n st o u n : I have had tha t question raised, Mr. Wren, and 
th a t is the way it has been settled.
M r . W illiam  R. D o naldso n  (New York): I can well understand 
how he did prepare such a statement the way he wanted it. His client 
first said, “ No, I don’t  want it th a t way; I prefer to have it this way.”
He said, “ All right, it is your statement; you can get it out your way, 
but naturally I am going to qualify my statement. I want to put in tha t 
statement what you don’t  want me to pu t in.”
M r . C r a n st o u n : That, of course, depends on what the point of 
difference is. I might say th a t wherever a  statement is to be used for 
any public purpose, there is no question in my mind tha t it is the client’s 
balance-sheet.
Chairm an  W r e n : Will some one else attem pt to hold that it is the 
accountant’s balance-sheet?
M r . W illiam  H. Go ldberg  (Denver): Among all the opinions here, 
or rather I should say against all of the opinions here—they have 
probably had a large experience in thinking out these questions, which 
I have not—I dare to say tha t I still believe th a t it is the product of the 
accountant and therefore it is his balance-sheet. This is my reason: 
In most instances, except in these large corporations, the books are not 
definitely closed until the accountant prepares his balance-sheet. Even 
if the books had been closed, there are many adjustments which the
a c c o u n t a n t s ’ c e r t if ic a t e s 429
accountants usually make—even in large concerns they make some one 
or two adjustments. If there are adjustments to a balance-sheet, here­
tofore made, who makes those adjustments? The accountant; hence the 
accountant made the balance-sheet, and if the accountant made the 
balance-sheet, it is his balance-sheet and not the client’s.
C h airm an  W r e n : T hat is a clear and forceful presentation, Mr. 
Goldberg, bu t are you not assuming th a t the client would approve all 
of the adjustments? Suppose the accountant proposed twenty ad­
justments, and the client said, "Well, everything is O.K. except No. 1. 
I want you to strike that off.” Now if the accountant should do so, 
whose balance-sheet would it be then?
M r . G o ld be r g : I t  would still be the accountant’s balance-sheet for 
this reason: He would state tha t he had prepared such-and-such a 
point a t the direction of the client, yet he doesn’t  endorse it, or whatever 
qualifying remark he wishes to make—but it would still be his balance- 
sheet.
M r . Cr a n st o u n : If a wife gives a man a black eye, whose black eye 
is it? This gentleman says that the black eye would belong to both of 
them.
M r . C harles E. M a th er  (New York): I think this question can be 
settled by this final test. In the clash of opinions, whose opinion 
prevails? The directors can fire the auditors if they want to, and put 
the balance-sheet out any way they like—get another set of accountants 
or do without. I t  is their balance-sheet. These are my clothes, I paid 
for them ; but you do not ask who made them.
M r . Carm an  G. B lough  (Securities and Exchange Commission): 
If the financial statements are the financial statements of the account­
ant, there can be no qualification in the certificate.
Ch airm an  W r e n : That settles it.
M r . F rederick  B. A n d r ew s  (Chicago): M r. Blough made a state­
ment this morning that I felt answered this question pretty well with 
reference to balance-sheets filed with the S.E.C., that of course as they 
are presented to the public they are the registrant’s statements, but 
that none of us is so naive as to think that the accountant had not com­
posed the balance-sheet, and in that sense it is the accountant’s balance- 
sheet.
I have had the temerity heretofore to make the statement that they 
are not the balance-sheets of the issuing company nor the balance- 
sheet of the accountant, but the balance-sheet of the stockholder or 
the investor—for whatever person it is prepared—because the state­
ments are prepared for the purpose of giving him information, and 
unless they serve th a t purpose, they serve no purpose a t all.
Therefore, in the preparation of them, whether they are prepared by 
the management or by the accountant, they are prepared with a view to 
giving them to the stockholder. In the same sense tha t Mr. M ather’s 
suit of clothes was made for Mr. M ather and becomes his, the state­
ments must be viewed as the statements of the investors, and prepared 
with a view to making them serviceable to them.
The statement just now, that if it is the balance-sheet of the account­
ant, it must be unqualified—I think I can agree with that easily
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enough, but I have the feeling very strongly tha t what the accountant 
should do in his certificate is to say one of two things flatly and un­
equivocally before he says anything else. He should say the statement 
fairly and fully reflects, or he should say tha t it does not fairly and 
fully reflect. I submit that he should not say that, subject to thus 
and so, it fairly and fully reflects, because when he says that, he means 
that it is slightly wrong, but is otherwise right.
The thing for the accountant to do, if he can, is to prevail on the 
management to permit him to make such adjustments in the statement 
as will enable him to certify it without qualification; in that case he can 
simply say this is correct, or words to tha t effect. If he cannot do that, 
then I think tha t he should start out by hitting them between the eyes 
and say tha t the statement as it stands is not correct, and then go on 
to state what, in his opinion, would have to be done in order to render 
the statement such as to permit of his unqualified certification.
Should statements be identified?
Chairm an  W r e n : Is there anything more to say on question No. 2? 
All right, then, we will go on to question No. 3, “ Should statements be 
identified?”
We are behind time, and we ought to make up some time on this 
question. I t  appears to be an easy question; only two names are listed 
under it. Mr. Carman suggested that the certificate should contain 
specific reference, by an index or otherwise, to the statements certified. 
Compare the first sentence of certificate “ C ” with the first sentence of 
certificate “ B ” , and you will get the drift of Mr. Carman’s suggestion.
Mr. Himmelblau has an interesting point to bring up; whether 
certificates going to the S.E.C. should describe in detail the accom­
panying financial statements and schedules.
M r . H im m e l b l a u : The question is, how should it be done, not that 
it should be done. In other words, if you recall, for a period of time the 
certificate carried a long list of statements being covered; moreover, the 
certificate attempted by some long-winded language to bring out the 
point that it covered, not only the registrant, but also the registrant and 
its subsidiaries consolidated, when there couldn't be any difference 
between the two.
Whenever you make a certificate long-winded, you destroy its value. 
My thought was, could not all of that material be eliminated by the use 
of some form of index, or other reference?
I also raised the question whether it is possible for an auditor to 
certify to the consolidated statements if the registrant’s own statements 
don't reflect the same condition. How can it be done? In other words, 
why need he specifically state that his certificate covers both the regis­
tran t individually and the registrant consolidated with the other 
companies? I am looking for some information.
M r . J. A rth ur  M a r v in  (New York): Isn’t  it optional with the 
accountant what form he adopts so as not to make his certificate too 
voluminous? I think you have got to consider it a more or less optional 
m atter; you can’t stick to any one form.
Ch airm an  W r e n  : That is very often done, isn’t  it, Mr. Himmelblau?
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M r . H im m el b la u : Not with the S.E.C. The other question is 
whether it is necessary to mention specifically in the certificate both 
the registrant and consolidated group of companies.
Ch airm an  W r e n : That question hasn’t  been answered yet. Mr. 
Blough, will you comment on Mr. Himmelblau’s query?
M r . B l o u g h : W ell, in th e  first p lace it  seem s to  m e th a t th e  certifi­
ca te  has g o t to  be sta ted  in such a w ay  th a t an yb od y  w ho is depending  
on th e  certificate know s to  w h at i t  applies.
M r . H im m elblau  : Wouldn’t  it apply to all the financial statements 
being certified?
M r . B l o u g h : W h at ab out subsidiaries th a t are n o t consolidated?
M r . H im m e l b l a u : In such a case it would be misleading if they 
weren’t  specifically mentioned.
M r . B l o u g h : I am disposed to believe th a t your certificate might 
be a good deal longer if you listed the exceptions to inclusion of con­
solidation, than otherwise. I t  doesn’t  seem to me that it is a very 
difficult problem to simply indicate that you are certifying to the 
consolidation and also to the registrant. Of course, it is customary for 
the firm of accountants tha t certifies to the registrant, also to certify 
to the consolidation, but it is not unusual to have a certificate apply 
to the registrant alone and have another certificate, entirely separate, 
apply to the consolidation.
I think it ought to be possible, as Mr. Marvin states, to take the 
individual case and see whether or not it is going to be extensive to list 
what it is you are certifying. If it is not, the statements may be referred 
to in the body of the certificate; if otherwise, you could include a 
reference to the index on which the statements are listed. If the 
certificate covers the financial statements and the accompanying 
schedules and the schedules are referred to on the face of the financial 
statements, it seems to me the certificate covers the whole business; 
but I think it ought to indicate specifically whether it applies to both 
the registrant and the consolidated, or whether it applies only to the 
one or the other, because it doesn’t  necessarily follow that if the parent 
statement is being certified to, the consolidated is also being certified.
Is current phrasing sufficiently definite?
Ch airm an  W r e n : Thank you, Mr. Blough. Are there any other 
remarks on question No. 3 ? We now come to No. 4: “ Is current phrasing 
sufficiently definite?” The reference is to the scope of the examina­
tion. By way of introduction, let me read from a letter received from 
Mr. Arthur N. Lorig, of Seattle: “ The certificate does not state that, 
in the opinion of the accountants, the examination and tests were suffi­
cient to convince them that everything was all right. That they were 
sufficient would probably not be questioned, if the auditing firm is 
reputable. But I wonder if the reader is not made suspicious by a 
certificate which seems so indefinite and provides such admirable loop­
holes.”
Now there you have a good left-wing argument. But there is another 
side to the story—whether this phrasing is sufficiently definite. I 
should like to hear you explain this, Colonel Carter, if you will.
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C olonel Ca r ter  : I will answer your question in this w ay: If your 
answer were to be formulated on what the accountants are doing, I 
would say tha t you have all the words you need, because there is, I 
think, a somewhat alarming trend toward using the words just exactly 
as they are written. Apparently, no other words to speak of have been 
added.
I repeat again tha t this certificate was written under a good deal of 
pressure. Time was the essence of it. We were attempting to get some­
thing in the hands of people who could help us in the profession to 
crystallize what, in the minds of the public, the accountants were 
doing.
I believe firmly tha t we convinced the public by this wording th a t we 
do not make a detailed audit of transaction. T hat was a thing that 
worried our committee more than anything else. I think I am prepared 
to say for my committee members that we were putting out certificates 
prior to this one tha t said we made audits; and some people thought an 
audit was one thing and others thought it was another. There was no 
crystallization as to what it was, and we really had a message to put 
over to the public. T hat is why that first paragraph of the certificate 
is in there. Perhaps it has served its purpose. If the public knew and 
would continue to know that accountants do not make detailed audits 
of transactions, and that they examine or test the accounts, and tha t 
they examine the internal system of control, and tha t they don’t  check 
every voucher, we might not need to say anything in the first para­
graph. All we would need to do would be to express our opinion—but 
we were confronted with a precedent. We had already said something 
tha t gave the wrong impression, and I think you could dismiss the first 
paragraph as relatively unimportant if the public knows what we do.
T hat is the main thing. Some say, and perhaps they are right, th a t 
we should make some reference to quantity and condition of inventory. 
You see it referred to in the balance-sheet in some cases; you see it 
referred to in the certificates in some cases.
I t  depends upon whether the opinion of accountants generally is tha t 
you should make some reference to inventory quantities and condition. 
(I mean aside from the examination of the accounting records pertain­
ing to inventory), the method they follow in taking physical inventory, 
whether or not condition of the inventory is so watched tha t the 
management can give you a reliable answer to inquiries about the 
condition of inventory.
I think if accountants feel th a t to be an essential thing in their 
certificate or balance-sheet, maybe this wording isn’t  quite enough, but 
that I leave to the opinion of the profession as a whole. We still thank 
God we have our own ideas and we still must express them and still 
must use them ; and because the whole profession uses this certificate, 
word by word, it makes me think tha t maybe they think it is enough.
Some of us have different opinions, and I believe the certificate as 
a whole is a great big step in the right direction. Mr. M ay and a few 
others who worked hard with him before this committee was formu­
lated did a fine job, and I am not critical of the certificate. Don’t 
misunderstand me—I am looking for a constructive suggestion in this
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meeting and I do think you might consider that the wording perhaps 
isn’t  as good as we would like to have it today. I daresay that the 
same committee would write perhaps a little different certificate today. 
The last paragraph, I think, has to be amplified, because we have 
outside influences affecting tha t paragraph.
I agree with the S.E.C .; we ought to express our opinion about the 
accounting principles of the company that they are all right. But we 
have got exceptions, we ought to state them in the opinion paragraph 
where it belongs, tie it up. I t is not only good business, it is good English, 
it is clear, and he who runs can read and, I hope, understand. I am 
covering my subject rather generally. If you ask me the question, is the 
general wording sufficient, I would say perhaps not.
Chairm an  W r e n : Thank you, Colonel Carter, for th a t helpful 
explanation. Mr. Kelly, you wrote me, if you will recall, th a t the 
certificate should contain a more definite statement of what was done— 
the scope of the examination. May we hear from you now?
M r . K elly  : I w ould  say, M r. C hairm an, th a t th e  a lm ost unanim ous 
adoption  b y  th e profession of th is particular w ording in  th is certificate, 
w hich appears in practically  all o f th e published sta tem en ts of im ­
portance, indicates p retty  well th a t it  has covered th e field.
After all, the first paragraph is simply providing a basis for an opin­
ion as to the fairness of the representations made in the financial 
statements.
In the second paragraph, of course, any exceptions to accounting 
principles or accounting procedure, changes in method from one year 
to another, and so forth, should certainly be covered; but I think I 
agree with Colonel Carter that probably the first paragraph is sufficient.
The only question that I had in mind was as to whether it would be 
an improvement if a more definite statement could be included as to 
just what the examination did cover.
Ch airm an  W r e n : Y ou mean amplify what is here? I believe Mr. 
John N. Aitken, of Philadelphia, touched on tha t point in his letter. 
Here it is: "Accountants should be more specific as to what they did 
and what responsibility they took in the opinions expressed, where it is 
possible, and where the accountants actually do make a fair test of the 
transactions and verification of the balance-sheet.”
M r . K e l l y : After all, as to the methods of verification, my own 
opinion is th a t th a t probably could be pretty  well eliminated, because 
the investor or the person who reads the certificate is interested in the 
accountant’s opinion, and any exceptions he has should be stated there. 
If they are not stated it can be assumed that the statement, according 
to his opinion, is a correct statement.
Ch airm an  W r e n  : A good rule, I think, is tha t the certificate should 
contain only such comment as is necessary to establish the opinion 
stated or the scope of the audit made.
In the absence of Mr. Philip Saunders, of Boston, let me take a 
moment to read a paragraph from his letter: “ We can well question if 
the phraseology ‘We have made an examination,’ followed by a very 
general and vague explanation of the type of examination made, is a 
step forward towards clarity. In many cases might it not be better to
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say that we have made an audit which appears to be satisfactory, the 
scope of which is outlined in a report which has been submitted?” 
I am sorry Mr. Saunders isn't here to join in this discussion.
Shall we go ahead now, or shall we have some more comment?
Is negative sentence open to question?
No. 5 reads, “ Is negative sentence open to question?” T hat really is 
a part of the discussion on the scope of the examination. I put it 
separately because it was referred to so often in the correspondence.
I t  is unfortunate tha t Mr. Stephen Gilman, of Chicago, is not with 
us. Let's have one sentence from his letter: “ The point has been raised 
tha t the phrase ‘ but we did not make a detailed audit of the transac­
tions ’ implies th a t some other kind of an audit was made, and yet 
nowhere else in the certificate is the word ‘aud it’ used.”
Next, we come to Mr. Charles E. Mather. Your letter had an inter­
esting side light on this question, Mr. M ather; give us your views.
M r . M a t h e r : M r. Chairman, I think when it goes to the length of 
stating, “ We did not make a detailed audit of transactions,” that 
expression hardly covers a great many cases where the auditors do make 
a very considerable detailed examination, but it is not a complete one. 
Now, a qualification to a certificate should have primarily the public 
or the stockholders in mind, and of course in these days the accountant 
must protect himself to some extent. He must make it quite clear— 
Colonel Carter has thrown a good deal of light on tha t sentence.
However, the public may be educated too much the wrong way; 
they may think the accountant does nothing along tha t line. The little 
word “ a ll”—“ we did not make a detailed audit of all of the transac­
tions,” implies you did some.
Chairm an  W r e n : T hat would tell the public we went part of the 
way, even though we didn’t go all the way. But the public might want 
to know whether we went far enough, or if we went as far as we wanted 
to go. Who would select the transactions for detailed audit? Would 
the auditor be free to make his own selection, Mr. Mather?
M r . M a t h e r : I think it should be taken for granted that the auditor 
would make his own selection, unless he were instructed to make a 
detailed audit of all the transactions—then he would omit the sentence.
Ch airm an  W r e n : Now we come down to Mr. Saxer, from St. Louis.
M r . A ug ust  J. Sa x e r  (St. Louis): I don’t  know that I can add 
anything to the comment that has already been made on this particular 
question. We state we made an examination, made tests, and made a 
general review; and then we wind up and say we did not make an audit 
—some readers might slide over the words in tha t sentence. In one par­
ticular case the board of directors wanted to know, “ Well, what did 
those fellows do, what are we paying them for?”
Chairm an  W r e n : The last man on my list, Mr. Edwin H. Wagner, 
has something constructive to offer. He is tied up with Institute affairs 
this afternoon, and we will have to excuse him, but listen to what he 
wrote me: “ Some of our clients felt that we stressed too strongly what 
we did not do, and in order to pacify them we reworded the certificate 
as follows:
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“ ‘ While we did not make a detailed audit of the transactions, we made 
a general review of the accounting methods and of the operating and 
income accounts for the year.'
“ You can see tha t we use practically the same words, but somewhat 
softened the statement of what we did not do and our clients so far have 
been satisfied.”
M r . M a t h e r : O pinion “ C ,” it  seem s to  m e, covers th a t poin t p retty  
w ell: “ In  connection  therew ith , w e m ade a  review  o f th e accounting  
m ethod s and exam ined or tested  accounting records of th e com panies 
. . .  in a  m anner and to  th e ex ten t w hich w e considered necessary in  
view  of th e  system s of internal accounting con tro l.”
“Accepted principles of accounting."
Chairm an  W r e n : Meaning that the auditor was free to select the 
transactions he wanted to check? I think that closes it up for us. Let us 
go on down now to the statement of opinion, and see whether some of 
the expressions used are lacking in clarity. Let’s take up the expression 
“ accepted principles of accounting,” listed as question No. 6.
The first man we come to is Mr. Peter S. Barton, of Chicago. Mr. 
Barton couldn’t  get here, but his letter is straight from the shoulder. 
Listen to a paragraph: “ W hat does this phrase mean? When we talk 
about accepted principles of accounting, the question accepted by 
whom? Some time ago a well known firm of accountants argued in their 
certificate tha t there were two accepted principles of accounting in the 
question involved; one had been followed in preparing previous years’ 
accounts, whereas the other was being followed in the year in question.”
One more letter to introduce question No. 6. Mr. Lewis A. Carman 
writes as follows: “ The reference to ‘accepted principles’ leaves the lay 
reader in the dark and is likely to leave him with the feeling that per­
haps accountants have some trick rules up their sleeves.”
Mr. Blough also touched on this question in his letter. Mr. Blough, 
may I trouble you to open the discussion for us?
M r. B lough  : I think I have publicly expressed my views with regard 
to “ accepted principles of accounting.” In my letter, I simply asked 
what the words “ accepted principles of accounting” meant in the minds 
of the men who were to be here today. We find these words in almost all 
of the statements of the accountants, and we are continually faced with 
statements which are prepared along different lines with different pro­
cedures followed; yet the accountant will certify tha t the statements 
are in accordance with “ accepted principles of accounting,” generally 
accepted principles, and sometimes the same accounting firm will certify 
in two different corporate statements that two opposite procedures are 
in accordance with generally accepted accounting principles. I simply 
wanted to know what the men here thought those words meant.
Chairm an  W r e n : That is right; your letter to me was entirely in 
question form. Mr. Clader, will you take up the discussion a t this 
point?
M r . Cl a d e r : Of course, this agenda asks whether the expression 
“ accepted principles of accounting” lacks clarity. Before that question 
could be answered intelligently, we would have to consider what the
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words mean; what does the word “ accepted” mean? W hat do the 
words “ principles of accounting” mean?
A friend of mine, whose opinion I greatly value, wrote a very valuable 
article and delivered a talk on the subject, and this is what he said: “ It 
has been said tha t to ask for an income-tax law that is both equitable 
and simple is like asking for the moon, and it seems that the same is 
true of asking for a clear, concise and comprehensive statement of 
accounting principles.”
He called attention to the fact that Mr. Blough, chief accountant for 
the Securities and Exchange Commission, recently gave a number of 
interesting illustrations of variations in accounting practices that had 
come to notice in reviewing financial statements filed with the S.E.C. 
Mr. Blough, according to the speaker, questioned the significance of the 
term, “ generally accepted accounting principles.”
I am reading from a newspaper article. Quoting further: “ Calling to 
the attention of the delegates that generally similar observations by 
Mr. Blough had also been published in recent months, the speaker said: 
‘two salient points will be apparent from a review of the published ma­
terial ; first, what has been frequently spoken of as accounting principles 
includes a conglomeration of accounting practices, procedures, policies, 
methods and conventions relating to the construction of accounts and 
their presentation; and, second, it seems to be a general agreement 
among the commentators that the difficulty of any attem pt to formu­
late so-called principles or prescribed rules and regulations on account­
ing matters is that the field is so large and the conditions encountered so 
diverse that few if any sweeping generalizations can safely be adopted.”
I am in entire agreement with Mr. Blough that there is need for a 
statement of accounting principles; and while it may be like reaching 
for the moon, I believe that public accountants are going to find that 
somebody else, not the profession, will state those accounting prin­
ciples.
I am quoting from some comments tha t I made to my own Institute: 
“ With respect to the use of the words modifying the clause that the 
accounts presented are ‘in accordance with accepted principles of ac­
counting consistently maintained by the company,’ I found more inter­
est displayed in what are accepted principles of accounting than 
whether they are consistently maintained over any stated period, al­
though the whole clause is important in my opinion.”
I t would seem that correct principles of accounting should be the issue 
—the persistent application of the basic principles of accounting. 
“ Accepted” means received with a consenting mind, with favor or ap­
probation, agreed to. Some of the reports indicate, by notes to the finan­
cial statements, a considerable doubt in the accountant's mind tha t the 
accepted principles result in determining true net income, and the im­
pression is made that the principles are not accepted a t all by the ac­
countant, although it is so stated in the certificate. Also, why so many 
explanations without a definite statement of what the accountant could 
unqualifiedly accept? Probably it should be considered th a t the word 
“ acceptable” be used in the accountant’s opinion.
The thing that the profession should consider very carefully (I be­
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lieve tha t our leaders have, but they haven’t  yet given us enough 
guidance in the matter) is what do we mean by the word “ accepted” ? 
As far as I can read the dictionary, “ accepted” means adopted as your 
own.
Ch airm an  W r e n : That is a very fine exposition, Mr. Clader; every 
word you say is thought-provoking.
We now want to hear from Mr. Cranstoun.
M r . C r a n st o u n : Well, M r. Chairman, I have rather a heretical 
view on this m atter. I think tha t when the accountant has expressed his 
opinion that the balance-sheet sets forth fairly the financial condition of 
the company—if tha t is his statement—his opinion is entitled to re­
spect; he need not amplify th a t by saying based on sound accounting 
principles, or accepted accounting principles. Because he is an ac­
countant, he is the judge of the method used, and he has given an opin­
ion that, whatever method was used, it resulted in a fair statement. I 
can’t  see why he should go any further.
If in his opinion proper principles or proper practices or proper proce­
dures have not been used, he should not hide behind any ambiguous or 
vague phrases. He should say right out, “ The company should have 
charged off so much more depreciation than it did in order to produce a 
correct statem ent,” and not hide behind a phrase which can’t  possibly 
mean anything.
Ch airm an  W r e n  : T hat is cutting deep into the question.
I wish Mr. Gilman were here. I will read from his letter: “ How far 
can an auditor defend his use of the phrase ‘ accepted principles of ac­
counting ’ in view of the fact tha t recent writings appear to indicate tha t 
there are few principles that are accepted?” I saw Mr. Littleton yester­
day a t Mr. Couchman’s meeting, and he raised the following point: 
“ Should not the Institute have a message to the public as to what 
stands back of a certificate when the wording is used that * the financial 
statements fairly present, in accordance with accepted principles of 
accounting’?” That is to say, the Institute’s pamphlet explains to the 
public what stands back of an unqualified certificate in so far as the 
scope of the examination is concerned, but we haven’t  explained what is 
meant by the “ accepted principles of accounting” phrase. Mr. Littleton 
brought up the point tha t there should be something definite to put 
your finger on, so any one can know what we mean when we use that 
phrase.
Now that finishes up our list of names, but I would like to go back to 
Mr. Blough’s letter and read a question he asked: “ Is the term ‘ac­
cepted principles of accounting ’ synonymous with ‘ sound principles of 
accounting’?” Can we answer tha t question for Mr. Blough?
M r . H o r n e : I believe that it is synonymous; I thought tha t it was.
Chairm an  W r e n : Does any one agree or differ with Mr. Horne? If 
the two terms mean the same, why not use the simpler? Any child 
knows what “ sound” means.
M r. C ran sto un  : I t  seems to me tha t the term carries the implica­
tion that the profession, a t least, thinks those principles are sound, and 
after all, to what other jury are we going to appeal?
Ch airm an  W r e n : Can we have another view on that?
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M r . H o r n e : I noticed that Mr. Clader seemed to speak as though 
the word “ accepted” applied only to him, but I have always thought 
tha t the word “ accepted” applied to the general body of accountants.
C h airm an  W r e n :  C ould it  n o t ap p ly  also to  on ly  a  few — either in 
th e  profession or in industry— and if  so, w ou ld n ’t  th a t g iv e  us a loop­
h ole to  report w h at others think, rather than  w h at we think?
M r . A n d r e w s : Mr. Chairman, might I ask in what form the 
acceptance has ever been promulgated?
Chairm an  W r e n : T hat brings on more talk, Mr. Andrews. I have 
never seen it anywhere but some one else may have.
Colonel  Ca r t e r : All you have to do is to accumulate all the pub­
lished annual reports that are signed by certified public accountants 
and read their certificates. I t  is simple; it is easy.
Ch airm an  W r e n : G o back, say , a t  least ten  years?
C olonel  Ca r t e r : The principles of accounting tha t are in their 
opinion sound are the ones that they are referring to when they say 
the accounts are kept “ in accordance with accepted accounting prin­
ciples.” I t  is the general view of those who are best fitted to know what 
accepted or sound principles of accounting are.
Mr. Blough knows what they are. He didn’t  need to ask that ques­
tion, and he knows what we mean when we say that, and every other 
accountant knows it. They are not the principles tha t are acceptable 
to the man who happens to receive them a t the moment. He must be 
able, if somebody questions his acceptance of them, to prove by the 
body of opinion of accountants tha t they are in their opinion sound 
principles. He has got to bear the burden of proof. Now, if any one 
wants to find out what is the generally accepted method of stating 
those things, he would perhaps have to confer with some of his con­
temporaries in a friendly way as we like to see them do. If he doesn’t 
know them, I agree with one speaker here, it would be a fine idea if 
the American Institute could put out a set of principles, and adhere 
to them.
We have been building up principles for fifty years. The law has 
laid down a few, and business has laid down a few, regulations in 
Washington have laid down some more. But there is a vast fund of 
information for any one who wants to find out what they are. We 
haven’t  correlated them and put them down in 1, 2, 3, 4, 5, but you 
wouldn’t  have much difference of opinion if you got up here and 
stated 1, 2, 3, 4, 5 principles and asked the opinion of sound account­
ants in this room. They know how to express it.
M r . S e id m a n : Mr. Chairman, I wonder if I may associate myself 
with Mr. Cranstoun’s heresy.
Ch airm an  W r e n  : I t  would be welcome under this question.
M r . S e idm an  : I w onder w hether, as w ith in  th e  fam ily, an accountant 
in  m aking an affirm ative representation th a t  a sta tem en t is in accord­
ance w ith  “ accep ted  accounting princip les,” first holds forth th a t  
there are accepted  accounting p rin cip les; and in the ev en t o f an a ttack , 
if a parade of accoun tants on each side of th e  question  is produced in  
th e  d evelopm en t of th e case, I am  w ondering if there does au tom atica lly  
disappear th e burden th a t is im posed upon th e accou n tan t o f show ing
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the tru th  of his affirmative representation tha t the statement is in 
accordance with accepted accounting principles.
I take it th a t the very showing tha t equally eminent accountants 
may say tha t this is not the accepted accounting practice, or tha t this 
is, may merely prove a neutrality, and might not prove the tru th  of 
the affirmative representation tha t the statement is in accordance with 
accepted accounting principles.
On the other hand, if the accountant believes tha t the statement is a 
fair representation of financial position, and while accountants may 
differ as to the principles involved, I don’t  believe that they would 
equally differ as to whether the statement is a fair presentation of the 
accounts.
I can see where the accounting profession may appear to the public 
in a bad light in bringing to notice that there is really no clarified body 
of accepted accounting principles. Second, the accountant may be 
putting himself out on a limb through the present wording of the 
certificate by affirmatively representing tha t there is such an accepted 
body of principles. Thirdly, I can see where it may cast a considerable 
damper and qualification upon an opinion that need not be surrounded 
by those adverse factors.
M r . Cl a d e r : Mr. Chairman, Mr. Seidman expressed clearly just 
what I had in mind, and I think that Mr. Andrews’ question was a very 
fair one because I found in my study tha t there was a very grave doubt 
in the minds of my fellow committeemen about what are and what 
are not accepted principles of accounting.
M r . A n d r e w s : Mr. Chairman, may I say in response to Colonel 
Carter’s answer to my question tha t this is the way it appears to m e: 
Mr. Cranstoun and Mr. Horne said that the phraseology used implies 
that the accepted accounting principles are sound accounting principles. 
I think tha t is a fair implication; but if I understood Colonel Carter 
correctly, he says tha t they are sound because they are accepted, and 
we go around in a circle. They are accepted because they are sound 
and they are sound because they are accepted, and where do we find 
anything with which to answer a positive critic?
Colonel  Ca r ter  : They are both sound and accepted. I agree with 
Mr. Clader, it would be fine if we could lay down a set of principles 
that you could follow, but all lawyers don't agree. They have different 
opinions and interpretations of the law, and I don’t  think we are going 
to get very far a t this stage of the game, unless we do sit down and 
really work out something that we will all adhere to. We tried once to 
define earned surplus in this organization, and we have never done 
it.
M r . A n d r e w s : I think tha t is an excellent answer, and I wonder 
whether it carries further; lawyers don’t  agree on certain questions, 
but there comes a time when the courts decide, and then the lawyers 
agree with the courts.
If some means could be devised—and there have been efforts a t it 
which have not been successful as yet—I am not urging tha t we try  to 
build Rome in a day—if we could find some way of bringing about an 
authoritative statement of any one accounting principle to which we
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could all bring ourselves in agreement, and then go on and build that 
up, I think that we would be getting somewhere. But I do think that 
a t the present time to say that there are such things as generally 
accepted accounting principles is to use a misnomer.
C hairm an  W r e n : Mr. Andrews, Mr. Cranstoun has discovered the 
one principle we can build on. He gave it to us yesterday, and I wonder, 
Mr. Cranstoun, if you will be good enough to repeat it for the benefit 
of all?
M r . Cr a n st o u n : I think there is only one principle, and tha t is, tell 
the financial facts as clearly, as tersely as possible in unequivocal 
language. I think tha t is the only one. All other things are subsidiary 
rules and practices to accomplish tha t one principle.
M r . D o n a l d so n : I was just sitting here thinking. Our country has 
grown up under the system of the English common law and so has 
Great Britain—going back thousands and thousands of years—and 
aren’t  we building up a common law of accounting, the same as has 
been built up through the years in other lines?
The common law, as we know it, has been amended from time to time 
by statutory regulation in a particular case, and what may still be 
good common law in one set of facts has been altered or changed 
because of its being applied in another set of facts. We do know that 
our tax law today in many respects does not follow commonly or 
generally accepted principles of accounting; we recognize tha t that is 
a statutory departure. I think we should keep building up our common 
law of accounting without going to one book and saying, “ Here it is 
in the book.” You can’t  do tha t with the English common law, as 
every one knows. You can’t  set up a court, like the Board of Tax 
Appeals, and say this is the common law of accounting.
M r . M a r v in : Mr. Chairman, does tha t mean if an accountant is 
challenged on his certificate—and I mean really challenged and in 
difficulty—he can, in the future, depend upon his fellow members in 
the American Institute to help him? I mean, if it comes down to a law­
suit where these accepted principles are challenged, can the accountant 
be sure he has got some one behind him to help him defend his position?
Ch airm an  W r e n : I, myself, would like to hear some expression on 
that, Mr. Marvin.
M r . K e l l y : Mr. Chairman, I would like to ask Colonel Carter, in 
view of the qualitative statement in the certificate that the balance- 
sheet fairly presents the financial position of the company, just why is 
there any need for the phrase “ accepted principles of accounting” ?
Colonel  Ca r t e r : I think it is essential tha t the stockholders know 
that the statement has been prepared in accordance with accepted 
principles of accounting, and sound principles of accounting. If the 
accountant finds otherwise, he must take exception, and in the absence 
of exception, the reader of the certificate knows that there is nothing in 
his report, or nothing in some explanatory paragraph that would have 
the effect of minimizing his statement. The application of accepted 
principles of accounting in a statement, is, to my mind, even more 
important than mathematical accuracy.
M r. K e l l y : Doesn’t  that follow, Colonel Carter, from the assertion
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th a t the balance-sheet fairly presents the financial position of the 
company?
C olonel  Ca r t e r : We used to think so; but in the light of expe­
rience, we find that these additional words are considered necessary. 
Your committee that wrote this certificate thought they were necessary 
because those principles were being stressed by the outside influence 
that was pushing us to give them some kind of a certificate tha t would 
cover that one point. Don’t  forget tha t all accountants are not the 
same. There were some accountants, unfortunately, who would certify 
to a statement that was not in accordance with accepted principles of 
accounting, and these words had the effect of checking up on that and 
putting a little bit more of an obligation on the accountants and 
letting them know th a t they had to put something more than words 
in these certificates and in their work.
It has more than one effect. Psychologically, it is a fine thing for the 
accounting profession. I t increases public confidence in the statement, 
and after all, we are writing these statements for the public. You used 
to read in newspaper articles now and then, of companies putting out 
statements and their accounting was said to be bad; or you would 
read, this company is well organized, their accounting is fine, they are 
very conservative; this company is very liberal in their accounting. 
Now you have a leveler there for the accountants to use, and it is more 
or less for their benefit as well as the public.
I think it is a fine thing in a certificate; even if it is tautology, let it 
stay there—it is good. We can’t  change it because we have to continue 
to state these accounts in accordance with sound accounting principles. 
We used to go out and count the cash in the drawer to the penny, and 
I dare say that we didn’t give half enough time to accounting principles, 
to the m atter of certifying tha t the statements were in accordance with 
accounting principles tha t were sound.
I dare say, Mr. Kelly, tha t upon second thought, everybody in this 
room will agree tha t those words are pretty valuable to the profession, 
and tha t is what we want.
I wish to remind you, Mr. Chairman, tha t we are not devoid of 
accounting principles that have been approved by this organization. 
You will remember a few years ago the committee tha t designed this 
certificate did formulate some principles and they were adopted by the 
Institute.
We have made a start on this thing, and they are pretty good prin­
ciples today; they are even better than some that have been recently 
pronounced by the Institute. I think they are worth reading and worth 
following because they are pretty sound. If I remember correctly, there 
are four definite ones.
M r . Cr a n st o u n : Mr. Chairman, I want to draw attention to one 
thing that has been omitted. I think the real importance of this phrase 
attaches to the words which follow. I think the whole intention here is 
not to assert that sound accounting principles have been employed— 
that might well be taken for granted; but I think the whole importance 
in this certificate is that those principles have been followed continu­
ously unless they are otherwise stated.
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Mr. Horne: Of course, that bridges right down to  the next question.
C h airm an  W r e n : As Colonel Carter has said, the phrase should be 
retained. It has to do with past events. We first give an opinion, in the 
present tense, on the financial statements. We say whether they are 
right or wrong. Then we go on to give two additional opinions, dealing 
with past events—whether the accounts have been properly kept, and 
whether they have been kept consistently. So it seems to me, there are 
really three opinions in one.
Now before we go on to question No. 7, can we have another remark?
M r . H arold  A. M ock (Boston): I understood Mr. Blough to say 
that some practitioner had stated tha t accepted principles of account­
ing had been followed by each of two clients, but the principles fol­
lowed were a t variance. I wondered if he might give us a couple of ex­
amples of it.
M r . B l o u g h : My memory is taxed a little bit by that. There is one 
that comes to my attention immediately—the same firm certified to 
statements prepared for mining companies in which depletion had been 
taken, and stated tha t the statements were in accordance with gener­
ally accepted accounting principles; and in the case of statements from 
other mining companies th a t did not take depletion, it was also specifi­
cally stated tha t such statements were in accordance with generally 
accepted accounting principles.
Mr. Mock: Mr. Chairman, my point is, I don’t think we have such 
divergent opinions as to what accepted principles of accounting are. I 
think in that case that probably one is the right or the accepted princi­
ple, whereas the other is perhaps not so well accepted.
C h airm an  W r e n : Mr. Mock, do you take the view that when an 
accountant gives his opinion tha t the statements are in accordance 
with accepted principles, he need only mean tha t some other ac­
countants, or other people, think the principles are accepted?
M r . M o c k : I was going to take a more common view, perhaps one 
more generally used; I mean we might have accepted principles of ac­
counting tha t were a t variance. For instance, we might value the plant 
on a certain basis of cost less depreciation, but I don’t  think anybody 
would object seriously if it were on an appraisal basis.
I think possibly we may want to go a little further and say accepted 
principles of accounting as indicated; a plant, for instance, if valued a t 
cost, to be indicated as such, or if on the basis of an appraisal, to have 
such basis indicated.
M r . J. B. C. W oods (New York): Mr. Wren, I think we should note 
that when Mr. Blough spoke he inserted in each case the word “ gener­
ally ” accepted. When I use the word “ accepted,” I think when most of 
us use the word we don’t  mean accepted only by our own firm, we mean 
accepted by a body of opinion, but not necessarily unanimously ac­
cepted. And since we have no means of determining how many ac­
countants do accept any particular opinion, we don’t  necessarily mean 
that there is some large acceptance of the accounting principles which 
are employed. That leads me to this point, th a t when we use the word 
“ accepted,” we mean in relation to any balance-sheet, and that the ac­
counting principles which are reflected in some particular balance-
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sheet were not specifically devised for the purpose of giving a good 
balance-sheet to the company a t any particular time. They are not 
known to be minority opinions and principles adopted for the purpose 
of giving a window dressing to some particular company; they are ac­
cepted principles. We have no means of finding out how generally ac­
cepted they are, but they were not originally devised for a particular 
balance-sheet.
M r . O scar  J. Y o ung ber g  (New Y ork): I know in mining companies 
the taxpayer may elect to write off depletion on a unit basis or it may 
elect to write it off on a percentage basis, fifty per cent. of the gross 
shall not exceed fifteen per cent. of the net. I t  may be in one year the 
company had no net profit and was on a percentage basis, and therefore 
did not write off any depletion, while in another year they had a net 
profit and did write off depletion on a percentage basis. The accountants 
could certify to both statements as being in accordance with accepted 
accounting principles, because they were following the procedure 
elected under the tax law.
M r . B l o u g h : T h a t d id n ’t  happen to  b e  th e  case.
M r . D onaldson  : T hat simply means that there are optional princi­
ples. Take your installment sales; I am sure Mr. Blough would not 
disagree with one company, spreading the income over the period to 
come, and the other’s taking up the income immediately.
That is an optional principle, the same as depletion and depreciation. 
You have your two types of depreciation, sliding scale and straight 
rate. T hat is optional, and you cannot say that only one method is ac­
cepted—there are optional methods.
M r . G eorge R ea  (New York): In our discussion here, are we not 
failing to differentiate between principles and their application?
Chairm an  W r e n : Perhaps so. Let us have your view.
M r . R e a : A s Colonel Carter said, there are principles of accounting 
to which we all agree—no asset shall appear in the balance-sheet which 
is not an asset of the client; no liability which is not a liability of the 
client. Those are the two basic principles. When we come to applying 
those principles, there are different methods of describing assets and of 
stating liabilities.
Chairm an  W r e n  : A good point to remember, Mr. Rea; we have fixed 
principles, but different applications.
“ Consistently maintained during the year. ”
Now, fellows, we don’t  want to get stalled a t Question No. 6.
Question No. 7, the expression, “ Consistently maintained during the 
year.” Does th a t expression, as currently used, lack clarity?
The first name under that question is Mr. Peter S. Barton. He is the 
right man in the right place. He can ask pointed questions that make 
you think. Let me read a few from his letter: “ W hat is meant by ‘con­
sistently maintained’? Does it apply only to the accounting principles, 
or is it intended to cover also the basis on which the accounts are pre­
pared? Does it mean 'consistently maintained’ within the year or with 
the procedure followed in previous years; and if the latter, how far is the 
comparison to go back? Is one year sufficient, or should it be longer?”
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The next man is Mr. Blough; let’s hold him for a moment and call on 
Mr. Mather. You said in your letter, Mr. Mather, th a t this phrase did 
not seem to express the intended meaning. May we hear from you now?
M r. M a t h e r : I would like to know from Colonel Carter or some 
member of the committee that drew up this certificate whether they 
did not wish to imply that the accepted accounting principles had been 
consistently maintained from year to year, without limiting it to during 
the year under review. I t may be a sound accounting principle to deter­
mine your depreciation a t the end of the year instead of taking up a 
figure monthly. At the end of ’36, you determine on a certain basis. 
You might change that basis and still have maintained, throughout the 
year 1937, certain sound accounting principles; but they were not con­
sistent with former years. Isn’t  that what you want to bring out?
C hairm an  W r e n : That hits the nail on the head. Mr. Blough, have 
you a remark on this question, or would you rather wait until later?
M r . B l o u g h : I have not talked on that point with any members of 
the committee that drafted the certificate, but there is no doubt in my 
own mind tha t they had no intention of limiting it to the year under 
review. I t seems to me that the entire significance of it is lost unless 
there is pointed out, in connection with a statement for a given year, 
the fact tha t there has been a change from a preceding year.
If an accountant certifies a financial statement in which the account­
ing principles followed during the year have been significantly different 
from the preceding year and does not point out th a t fact, but hides be­
hind the phrase tha t the statement is in accordance with generally ac­
cepted accounting principles consistently maintained during the 
period, I think that he is definitely being misleading in his certificate.
Chairm an  W r e n : Mr. Blough, along tha t line, I want to take the 
liberty to read from footnote No. 5, under this certificate “ A ” . "This 
certificate is appropriate only if the accounting for the year is con­
sistent in basis with that for the preceding year.” That is pretty clearly 
stated isn’t  it? Naturally, the statements giving effect to the change 
must be compared with something; and the statements last published 
would be the ones to be compared with the present statements.
M r . S e id m a n : The public reading the statement reads “ during the 
year.” They don’t  know what the footnote says.
C hairm an  W r e n : That is a good correction, Mr. Seidman. Now, 
shall we go ahead or is there something more to this question?
M r . Ja rl  W. H a n so n  (D uluth): I ran into a report not very long 
ago, a mining concern on the West Coast, which was prepared by a 
national firm of accountants. T hat report had those very words in the 
certificate, “ consistently maintained by the company during the year 
under review,” and the surplus account as found in the books of the 
company was about $400,000 out of agreement with the surplus ac­
count tha t was shown in the accountant’s report. The accountant had 
evaluated a large number of assets, had entered reserves against various 
assets, in the report, and made no mention that those reserves were not 
maintained by the company in their books. Is that following properly 
the wording of your certificate?
C hairm an  W r e n : Can we have some discussion on Mr. Hanson’s 
query?
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M r . H o r n e : Did not the company keep the balance-sheet for its 
statement?
M r. H a n so n  : Then, is the accountant’s certificate correct—that the 
principles were consistently maintained by the company?
Here was a situation where the income-tax return showed one thing 
and the accountant’s certificate and the accountant’s report showed 
another thing, and the books showed a third thing. To find out really 
what was meant, it was necessary for me to trace the whole m atter 
back to its source and to find out whether or not those principles could 
be accepted as the company’s or as a correct statement of the opera­
tions of that particular concern. I think the accountant certainly was 
making up an accountant’s report and not a report on the accounts as 
maintained by tha t company, and I think it is an absolute misstate­
ment of fact.
C h airm an  W r e n : Mr. Horne, I think, started to say something, 
didn’t  you, or did you change your mind?
Mr. Horne: I just said, if the company accepted the accountant’s 
statements and the accountant’s report and published it as its annual 
report, which I understood Mr. Hanson to say, were they not their 
statements then?
M r . H a n s o n : In this particular case, the report was delivered to the 
company by the accountants. I t  was in their files, that is where I 
obtained it. Would that be accepted as having been published by the 
company?
M r. A. S. F e d d e  (New York): I t  seems to me that that is merely an 
element of personal error and has nothing to do with the wording of the 
certificate. I think we all assume that when we present a balance-sheet, 
if we don’t  say tha t it differs from the books, we imply that it is in ac­
cordance with the books, and I think in this case the accountant was 
clearly in error in phrasing a certificate and saying nothing about the 
discrepancy between the balance-sheet and the books.
M r. H a n s o n : M y reason for raising the question was because I 
wanted to bring out tha t very point. I think that I saw the difference 
myself as an accountant. With the public not knowing that and accept­
ing and reading that certificate, would they know that there was any 
difference?
C hairm an  W r e n : I think the point is well taken, Mr. Hanson, 
whether the public would know the true situation.
Well, now, can we leave Mr. Hanson’s query, or is there something 
else we can say about it?
M r . V irg il  S. T illy  (Tulsa): Let us say that the company had put 
such adjustments on its books as would have brought the books in 
agreement with the statement of the accountants. Could you still say 
that the statements prepared are still prepared in accordance with the 
accepted principles consistently maintained by the company during 
the year? That is, of course, the statement then is a result of prac­
tices followed by the company plus adjustments furnished by the 
accountants.
C hairm an  W r e n : Y ou are changing Mr. Hanson’s example by as­
suming tha t the company approved the adjustments, treated them as 
their own, put them on their books?
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M r . T il l y : W ould the sta tem en t, “ con sisten tly  m aintained  b y  the  
com p any during the year ,” then  apply?
M r. A n d r e w s : Doesn’t  it represent, Mr. Chairman, a mere adjust­
ment of the record to conform with the intentions of the company, 
even though it may not have known of the particular item? I t  intended 
to follow a certain method and had not done so.
“ Subject to the foregoing comments. ”
Ch airm an  W r e n : Yes, and attention was called to it by the account­
ant, and the adjustment was approved. Let us come down to Question 
No. 8, “ Subject to the foregoing comments.” Does that expression lack 
clarity? I will hold Mr. Blough in reserve for the moment and come 
down to Mr. J. S. Seidman.
M r. S e id m a n : Mr. Wren, I think the quickest way is to read from 
the letter to you. “ I t  is not infrequent that the concluding paragraph 
of the certificate premises the accountant’s opinion ‘based on the 
foregoing,’ or ‘subject to the foregoing, and the accompanying nota­
tions.’ There is nothing, however, to indicate in the ‘foregoing’ or in 
the ‘notations’ just what it is that the accountant takes exception to 
and what, in the accountant’s opinion, is the correct treatment.
“ In S.E.C. filings, if such a condition exists, a deficiency is usually 
declared. Should not the S.E.C. approach be voluntarily assumed by 
the profession in the formulation of certificates for other purposes, so 
that there will be a clean-cut indication of the exception and of the 
correct treatment?
“ Incidentally, this raises a collateral question as to the extent that 
the exceptions can go and still warrant certification. Sometimes the 
exceptions are of such character that they have the effect of completely 
overturning the surface appearance of the accompanying financial 
statements. Is it to the best interests of the public and the profession 
that there be a certificate a t all under such circumstances, or is it more 
desirable that there be an insistence tha t the statements themselves be 
changed to give effect to what would otherwise have been an ex­
ception?”
M r . J. Ch ester  Crandell  (Boston): I brought with me a sample 
certificate you might like to hear on the question of whether you should 
make a certificate requiring so many qualifications. I t  would take but 
a moment.
This is the auditor’s certificate: “ We hereby certify under penalties 
of perjury tha t we have audited the accounts of Blank Company, as of 
blank date, and the balance-sheet submitted in this certificate of con­
dition represents the true financial condition of the affairs of such 
corporation as disclosed by its books, subject to the same qualifications 
as are made by the directors above their signatures of this certificate.”
The directors had a little statement which they signed and here is 
what they said: “ The auditor approved subject to these qualifications. 
The undersigned officers and directors in signing this certificate make 
and intend to make no representation whatsoever as to the value of 
the assets, or any of them, or of the amounts set against them as repre­
senting either accurately or approximately the value thereof; and make
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and intend to make no representation whatsoever that there are no 
liabilities or obligations contingent or otherwise which are not shown 
on the books of the company, and are therefore not included in the 
foregoing balance-sheet, or that any reserves that are set up on the 
books of the company, and reflected in the foregoing balance-sheet, are 
adequate for what they were set up.”
Chairm an  W r e n : I am glad you brought tha t certificate, Mr. 
Crandell. I t  gives variety to our collection.
Before calling on Mr. Blough, I want to read from one of our letters 
here because it comes from Mr. Frank W. Thornton—and he has some­
thing tha t we all can take time to listen to. “ Opinion is not subject to 
anything. However, an opinion may refer to accounts containing some­
thing tha t is doubtful, but in other respects good. An auditor may not 
be able to ascertain fully liabilities for legal claims, nor the correctness 
of valuation of inventory of, say, clothing left over from a preceding 
season and to some extent passe. In such cases the words, ‘subject to 
sufficiency for provision for legal claims’ or ‘for inventory conditions’, 
seem quite proper, but applied not to the opinion, but to the items in 
the accounts.”
Now, Mr. Blough, have you any thoughts on your mind tha t you 
could favor us with?
M r . B lough  : I th in k  I w ould like to  say  som ething ab ou t it , in as­
m uch as i t  h as caused  u s a  good deal of trouble and appears to  b e  th e  
su b ject of a  good deal of m isunderstanding betw een  accou n tan ts and  
ourselves.
All we are asking is that the accountants’ certificates clearly and 
unequivocally express the accountants’ opinion. We don’t  think the 
words “ subject to ” do convey any definite expression of opinion. We 
arrive a t tha t conclusion because of the variety of views of the account­
ants who have used the words. In quite a number of instances, account­
ants who have used that expression in their certificates, when asked 
what they meant, said they merely wanted to call attention to some­
thing tha t they had previously mentioned, and that they were not 
using it for the purpose of taking exception, that they took no exception 
whatsoever to what they had mentioned.
Other accountants have said in response to the same question, 
“ We definitely intended to take exception to it. We thought tha t we 
were fully protecting ourselves by the use of that term, and would so 
consider it if we were called into court on it.”
On the basis of the indefiniteness of the term  as generally used by the 
accountants, we have insisted that the term “ subject to ” shall not be 
used in the final paragraph of the certificate, if it relates to a m atter 
previously mentioned in the certificate with respect to which the ac­
countant has not already specifically expressed his opinion. If he wishes 
to make a comment in the certificate and then specifically state tha t he 
does not take exception to the procedure, or to the practice, and then in 
his final paragraph use the term “ subject to the foregoing,” we feel 
tha t he has expressed his opinion, and do not object to the term. But if 
he has not specifically indicated what his opinion is on the point that 
he has found sufficiently significant to call for special attention in the
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certificate, then we ask him to express his opinion specifically, not say 
“ subject to ,” but “ except for,” specifically indicating that he does 
take exception.
I t  seems to me th a t for the most part we haven’t  had to [quibble 
with the accountants. Sometimes the client has brought pressure to 
bear to try  to prevent the accountant from taking exception to the pro­
cedure or practice, and the accountant has attempted to equivocate 
by using the term “ subject to ,” feeling it wasn’t  quite as harsh to the 
client. On the other hand, we feel tha t the investors are entitled to 
know just what it is tha t the accountant thinks is sufficiently important 
to put in the certificate.
M r . C lin to n  W. B e n n e t t  (Boston): Mr. Chairman, on the Ac­
countants' Certificate “ B ” , second paragraph, it says, “ Cash dividends 
paid within the year were charged to capital surplus, pursuant to reso­
lution of the board of directors. The company’s attorneys have stated 
that in their opinion it is proper, under Michigan law, to declare such 
dividends out of capital surplus.”
I would like to ask, following Mr. Blough’s comment, whether in a 
situation of this sort, the accountant should give an opinion on the 
opinion of the attorney, or if this “ subject to ” statement ought not to 
be satisfactory.
C h airm an  W r e n : Well, Mr. Bennett, as I see it, if the accountant 
disagrees with the attorney, or even with the state of Michigan, he 
should say so in his certificate.
M r . B e n n e t t : I t  is sta ted  as an  excep tion  in  th e  certificate. B u t  
should  th e accoun tant go ahead and in d icate th e  accoun ting principles 
in vo lved , or is the a ttorn ey ’s opinion sufficient?
M r . B l o u g h : Why was it mentioned in the certificate? Obviously, 
because the accountant took exception to it, and thought it was some­
thing that was out of line with generally accepted accounting practices. 
Why not say so and indicate the proper treatment?
M r . F e d d e : I don’t  think the fact tha t the company paid dividends 
out of capital, th a t is capital surplus, shows that either the balance- 
sheet or the income and surplus account is incorrect. The income ac­
count isn’t  affected; the capital-surplus account has been reduced. 
The remaining assets and liabilities in the balance-sheet are correctly 
stated. He is merely giving some information to the stockholders, 
possibly in order tha t they may know that some of their capital has 
been returned to them, and I don't see tha t it affects the certificate in 
any particular.
Chairm an  W r e n : If it doesn’t  affect the certificate, it  shouldn’t  
be mentioned a t all. Let us pursue tha t thought further.
M r . A n d r ew s  : I t  occurs to me th a t the reason why the accountant 
mentions that in the certificate is that, regardless of what the attorneys 
may say is permissible under the law, it is his opinion that such practice 
is not in accordance with accepted accounting principles.
C hairm an  W r e n : The practice is in accordance with accounting 
principles accepted by the state of Michigan, but not in accordance 
with sound accounting principles. Is that the difference, Mr. Andrews?
M r. A n d r e w s : Mr. Blough asked why he put it in there, and I sub­
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mit that it is a proper inference that his reason for putting it in there 
was tha t in his opinion it did not represent good accounting.
M r . B l o u g h : I th ink  there is a  broader su bject in vo lved  in th is 
particular point, and th a t is, do th e accoun tants accep t a  procedure 
as good accounting practice, good accounting principle, sim p ly  because  
it  is perm itted  under th e law? Personally, I d o n ’t  th in k  sta te  law  
perm ission m akes good accounting practice.
M r . F e d d e : W ith reference to this particular statement, it doesn’t 
state whether there is any earned surplus or not. Of course, if the pro­
cedure had been adopted for the purpose of indicating a remaining 
surplus in excess of tha t which had actually been earned, there might 
have been some element of deceit; but many companies are formed 
with an initial capital surplus with the express intention of disbursing 
that capital surplus when the company realizes cash through the 
operation of the depreciation fund. For instance, the Waldorf-Astoria 
may have had no intention of building another hotel and may have 
incorporated this hotel as a unit and declared dividends out of capital. 
They might have made the capital stock of this hotel $500,000, and 
had an initial capital surplus of nine and a half million dollars, and 
when the cash accumulated, made the distribution to stockholders. I 
mean, I don’t  think that any one can say tha t a payment of dividends 
charged against capital surplus is improper according to accounting 
principles.
C hairm an  W r e n : There could be exceptions, you mean, Mr. Fedde? 
But of course your opinion would be different in the ordinary case, 
where the company is making money and has an earned surplus?
M r . F e d d e : I w ouldn’t  charge i t  again st capital surplus if there  
were a n y  earned surplus but, w hen th e  earned surplus has been ex ­
hausted  and there is a large cap ital surplus and it  is perm itted  b y  law , 
I d on ’t  see th a t there is an y  occasion  for th e  accou n tan t to  consider it  
as an  excep tion  in  his certificate. I th in k  it  should  be m entioned  or 
sta ted  in  th e  accoun ts for th e in form ation  of th e shareholders, b u t it  
does n o t affect th e balance-sheet, i t  does n o t affect th e incom e account 
and it  d oes n o t contravene proper principles o f accounting.
M r . B l o u g h : W ould there be an y  reason, then , w h y  it  w ouldn’t  be 
possible for th e accou n tan t to  say, th a t sin ce th e  com p any d istributed  
th is  in  th e  nature o f a  liqu idating d ividend, he tak es no exception  to  th e  
procedure?
C hairm an  W r e n : Well, if he takes no exception it is merely foot­
note material, and shouldn’t  be in the certificate in the first place.
Can we leave this question now?
What explanatory comment is to be included?
Here is question No. 9: “ W hat explanatory comment is to be in­
cluded?” Mr. Arthur Andersen heads the list. I will read from his 
letter: “ To what extent, if any, do explanatory comments, as distin­
guished from qualifications or exceptions, have a  place in the certifi­
cate?” I t  is unfortunate that Mr. Andersen couldn’t  be here and help 
answer his own question.
Mr. E. I. Fjeld, the next man, is an accounting instructor in New
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York. I am glad you are here, Mr. Fjeld—give us your views, if you 
will.
M r. E. I. F je ld  (New York): W hat I wanted to draw to your 
attention was that in a few certificates, reference was made to con­
tingent liabilities which were not otherwise shown either on the face 
of the balance-sheet or in the footnotes. The usual practice, though, as 
I found in a study of a good many balance-sheets, is to include upon the 
face of the balance-sheet or in the footnotes such explanatory comment, 
as for example, unpaid accumulated dividends. I t  strikes me th a t this 
kind of comment should be shown on the balance-sheet or as a foot­
note, and then if the auditor wishes to include it in his certificate, there 
can be no objection.
Mr. Harry M. Jay (Memphis): Referring to what Mr. Fjeld said— 
if all the other assets and liabilities are clearly stated, and no comment 
necessary, but contingent and contractual liabilities are not specifically 
set out either on the balance-sheet or in the footnotes, how far should 
we go in explanation? If the certificate contains the explanation, it puts 
the accountant on record. So far as the local banks are concerned, or 
the banks with whom the firm may be in direct contact, th a t informa­
tion is easily obtained, but if it is a circulating statement and the 
securities are going to be sold on it, then how much should be in the 
certificate?
Ch airm an  W r e n : Yes, Mr. Jay, tha t is a good question, and you 
have stated it well. Do I understand, Mr. Jay, tha t the information was 
not in the footnotes?
Mr. Jay: In case it is not stated clearly in either the balance-sheet or 
in a footnote, then when you refer to contingent and contractual liabili­
ties, how far should your explanation go?
M r. H im m el b la u : Mr. Chairman, can’t  you settle tha t whole prob­
lem by following the old rule tha t everything should be on a financial 
statement you can possibly get there, leaving the certificate clean, and 
it is only when the company refuses to let it go on the balance-sheet 
th a t it goes in the certificate?
C hairm an  W r e n : T hat sounds good. Mr. Jay, what do you think of 
that?
Mr. Jay: T hat is good, but you can’t  always do it. W hat are you go­
ing to do with the cases where you can’t  set them up on the books because 
they are continually changing?
C hairm an  W r e n : Mr. Himmelblau says if you have permission to 
put it in a footnote, tha t would settle it, but if not permitted, the only 
thing to do is put in the certificate as much information as you think is 
appropriate.
Well, we will go on. Mr. Seidman, you are right here on my list and 
we are anxious to hear from you on this question No. 9.
M r. S e id m a n : I will confine myself to my letter for the purposes of 
concision. “ Regarding the difference between matters to be embodied 
in certificates and those to be treated by way of statement notation, 
substantial diversity now exists on this score. I t  would be well to 
formulate some governing principle, such as having the certificate con­
tain factors qualifying the scope of the examination and the acceptabil­
a c c o u n t a n t s ’ c e r t if ic a t e s 451
ity of the financial statements, and relegating to notations, matters 
merely of an explanatory character for those tha t would have, in the 
first instance, been incorporated into the statements themselves if the 
physical set-up permitted."
Does excessive qualification tend to compromise our profession in the
eyes of the public?
Chairm an  W r e n : Y ou all heard Mr. Seidman’s statement which is 
remarkably clear to my mind. Would you want to skip No. 10? All right, 
then. Here we are a t No. 11. Let me read it: “ Does excessive qualifica­
tion tend to compromise our profession in the eyes of the public?"
Mr. Andrew Barr, of Yale University, writes: “ There is a tendency to 
attach pages of footnotes to balance-sheets and profit-and-loss state­
ments. Many of these are in language well designed to confuse the 
reader rather than help him, and their length and number distract a t­
tention from the possibly one or two significant ones. The situation may 
lead to charges that accountants are deliberately hiding behind a cloud, 
or aiding their clients to do so, rather than attempting to present clear 
reports.”
Mr. Andrews, we would like to have your views.
M r . A n d r e w s : I think the accountant is engaged to make the ex­
amination and submit his certificate along with the statements—in the 
first place because the people who are interested in the statements are 
numerous and the examination is made by one for all, and in the second 
place, because they are not competent to make it.
If we make an examination and then submit along with our certificate 
a large mass of qualitative m atter which the reader has to digest before 
he can understand the significance of our certificate, and if his digestive 
apparatus for tha t particular diet is not in good working order, then I 
think he finds what we have submitted is losing a great deal of its utility 
to him, and in th a t sense it does compromise our profession in the eyes 
of the public. I had not used those words that you so happily chose, but 
I think they are expressive.
Ch airm an  W r e n : Mr. Clader, you are the next on the list. We will 
be glad to hear from you.
M r . Cl a d e r : N o. 10 and No. 11 are pretty closely allied. Whether 
we are compromised in the eyes of the public is a m atter of degree, but 
there are three habits of stepping aside in published reports tha t par­
ticularly irk me. I will name them and you will probably throw me out. 
One, the question of the so-called retirement reserve, although identi­
fied generally if not wholly with public utilities, cannot be right if the 
other method is.
Two, there is the often-repeated phrase about the client’s policy 
about this, that and the other, which too often seems to have gone out 
of bounds. A client’s views and conduct about such matters as selling 
goods, developing trade territory, extending credit, collecting accounts, 
may just as well be passed unchallenged by the auditor, because in the 
pure essence these matters comprise little policies and have little to do 
with the technical integrity of the accounts. An auditor need pay no 
attention to such policies unless abnormal situations result; but to say
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that an auditor must respect a client’s financial and economic heresy 
and be content with merely calling it the firm's policy, is to prostitute 
our position of independence and violate what we almost swear to 
uphold.
Three, there are instances in which losses on sales and investments 
are charged to capital surplus of undisclosed origin instead of to income, 
and tha t is a fault which nobody mentioned in connection with this ac­
countants’ certificate “ B.” Nobody brought up the m atter of the source 
of that capital surplus against which the cash dividend was charged, 
and I think th a t is a very important matter.
We have a publication from the American Institute of Accountants 
entitled, Audits of Corporate Accounts, to which, as far as it goes, we 
thought all had agreed. Paragraph 2, on page 26, declares, in effect, that 
capital surplus should never be used to absorb items chargeable to the 
income account and earned surplus.
Ch airm an  W r e n  : Very fine, Mr. Clader. I t  looks as if we have either 
got to throw Mr. Clader out or agree with him; which shall it be?
Mr. Collins is busy with Institute affairs and couldn’t  be here; let me 
read from his letter: “ Should a certificate, even though qualified, be 
given where there are items in the balance-sheet concerning which the 
accountant can have no reliable judgment and which, therefore, might 
be materially misstated?”
Mr. Gilman raised the point whether a good footnote, with full dis­
closure, could redeem improper handling of the m atter on the balance- 
sheet, and he quoted your release No. 1507, Mr. Blough.
As I understand Mr. Gilman’s point, when you have a situation on 
the balance-sheet that isn’t  so good, but you explain it away in the 
footnote, have you made adequate disclosure? Mr. Blough, would you 
care to make a comment?
M r . B l o u g h : Well, I think that the financial statements and the 
footnotes ought to tie together. I think footnotes are proper places to 
explain more fully items that cannot be explained in the face of the 
statement, but I don’t think the footnote should ever be used to indi­
cate a contrary situation. For example, I gave this illustration this 
morning—a statement which shows on its face tha t the company has 
five hogs, shouldn’t  have a footnote below to the effect that “ we don't 
have five hogs, we have four sheep.” Some of the footnotes become al­
most that. If a footnote is explanatory of something that is in the face 
of the statement, I think that is a proper use for footnotes, if it is neces­
sary to go on and explain the statement.
But I don’t  think that exceptions as to what is contained in the face 
can be contained in footnotes. I t  seems to me that if the accountant 
differs with the financial presentation, he has to make his exceptions in 
the certificate, but the company cannot in its footnotes say, “ The facts 
that we present up above as being the facts are not the facts a t all, but 
these are the facts.”
Chairm an  W r e n  : I see—blow hot and cold a t the same time. The 
company can’t  do that. Well, I am glad you made that remark, Mr. 
Blough; it throws some light on a dark spot.
Dean Madden isn’t  here, and since you are all interested in this No.
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11, let me read just a paragraph from his letter. If I don’t  exactly 
understand it, maybe you do. I t is different; tha t is why I want to 
read it.
“ We are now between the devil and the deep blue sea, and I think 
that our position is somewhat hopeless just a t the moment. In order to 
protect ourselves, we are forced to qualify much more extensively than 
we otherwise would. Conditions are rapidly depriving us of one princi­
pal asset that we have, namely, our judgment as professional men. As 
long as any shyster lawyer can get a hearing before the courts in the 
manner that he can under the existing laws, every accountant really 
takes his professional life and personal fortune in his hands almost 
every time he signs a certificate.”
That is rather strong language. I t  seems to bear on question No. 11. 
Now I want to read one more paragraph from Dean Madden’s letter. I 
couldn’t  classify this next paragraph under any one of our fourteen 
points—Dean Madden took in too much territory.
Listen to this: “ Because of the keen competition among accountants, 
businessmen in the past, in many instances, were accustomed to put one 
firm against the other in practical situations where questions of good 
accounting practice arose. Unfortunately, we as accountants did not act 
in the true original sense of the word ‘competition,’ which means seek­
ing together, or striving together. I t  was unfortunate that there was not 
more ‘competition ’ or cooperation during the last decade in building up 
and insisting upon certain standards to be uniformly applied. If this 
had been done, many of the unfortunate events of the last decade 
would have been avoided.”
Now what do you all think of that? Have you any comment? If so, 
we would like to hear from you; otherwise I want to keep going as fast 
as I may.
M r . A n d r e w s : Mr. Chairman, I think it is largely a question, in 
view of the language used by Dean Madden, as to whether we are going 
to commit suicide or wait to be killed. Of what use is it th a t we should 
protect ourselves against these assaults which may put us out of busi­
ness commercially if, in order to do it, we put ourselves out of the busi­
ness spiritually and morally by abandoning the independence that is 
the only justification for our being in business?
Chairm an  W r e n : T hat comment is in point, Mr. Andrews; I am 
glad you made it. Any further comment?
Here is a fine letter from Mr. A. P. Taliaferro, an accountant of the 
old school. He is with an underwriting house downtown, and can look 
a t the problems of public practice from a detached point of view. I will 
read a paragraph; Mr. Taliaferro is reminding us tha t professional 
integrity is still exhibit A: “ Accountants should not lean too heavily 
on the requirement in the securities act that there shall be accountants’ 
certificates when securities are registered, even though this may also 
increase the demand for accountants’ services in other directions, but 
should see to it that their certificates leave clients with a feeling of full 
confidence in their work. After all, technical knowledge is only a part 
of the equipment of the true accountant, and unless his certificates are 
the reflection of absolute integrity, they are of little value.”
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Is present form suitable for smaller companies where public interest is not
a factor?
Next is question No. 12: “ Is present form suitable for smaller com­
panies where public interest is not a factor? ” T hat is to say, in the case 
of a company that has no listed securities, and there is no third party 
involved, and the audit work is done largely for the management, does 
the present form of certificate exactly fit the situation?
C olo nel  C a r t e r : Mr. Chairman, I think I can answer that. The 
certificate never was intended and, in many cases is not appropriate, 
for such companies.
C hairm an  W r e n : And we needn’t  use it a t all if it doesn’t  fit? We 
can modify it or ignore it altogether—just make up our own to suit 
the individual situation? T hat does not seem to be common knowledge, 
Colonel Carter. A number have written me about that.
C olonel  Ca r t e r : Well, it is a fact, nevertheless.
C hairm an  W r e n : We can leave that question rather quickly, 
thanks to you, Colonel Carter.
To what extent do S.E.C. requirements differ from requirements of stock­
holders and others?
Ch airm an  W r e n : The significance of that question, I suppose, is 
plain enough to us all. Is M r. Marvin still here?
M r. M a r v in : The general principle, I presume, is tha t it isn’t  
necessary to put in the full detailed information required by the S.E.C., 
because in the S.E.C. registration statements we have many explana­
tions. For example, we have historical information, with which we 
generally assume that the then existing stockholders are familiar. 
I think tha t we ought to follow as closely as possible the form of financial 
statements filed with the S.E.C.
M r . B l o u g h : Of course, the intent of the S.E.C. in calling for 
information in connection with the annual report forms is to call for 
the information tha t it considers significant and vital to the investor 
who is called upon to attem pt to evaluate the securities of th a t com­
pany, and naturally we think that most of that information is pertinent 
to the investor which includes the stockholders.
With respect to the omission of schedules, I think there are a good 
many of the schedules that are quite pertinent. Certainly, the surplus 
schedule is vital; and a good deal of information with regard to the 
policy of the company with respect to maintenance, repairs, general 
charges for property, including taxes, rentals, royalties, and so forth, 
I think, is significant to the investor who is attempting to prognosticate 
the operations of the company.
After all, the function of the annual report, it seems to me, should 
be to convey to the investor not only some historical information as to 
the activities of the company, but a basis for his forecast as to the 
probable value of these securities in the future. That is really one of the 
most important things. He wants to know, inasmuch as he usually 
isn’t  a part of the management and his vote doesn’t count for much a t 
the stockholders’ meeting, whether to buy, hold or sell, and in order
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to determine what he is going to do, he ought to have the information 
tha t is essential to a sound forecast. A good deal of the information in 
schedules is essential to a sound forecast. Possibly it doesn’t  need to be 
prepared in just the way i n which it is prepared for the securities and 
exchange report, but the information tha t is there, it seems to me, is 
for the most part pretty vital to the fellow who is trying to make a 
sound analysis of the securities and forecast their value.
C h airm an  W r e n : Very good, Mr. Blough. Mr. Seidman, may we 
hear from you?
M r. S e idm an  : If we ignore entirely such material as is affirmatively 
required by the S.E.C., there are many notations, and so forth, in the
S.E.C. filings tha t are not equally reflected in the stockholders’ reports. 
This might be construed either as unnecessary inclusions in the S.E.C. 
filings or as omissions from stockholders’ reports of items included in 
the S.E.C. filings, because, for the latter, they were regarded as material, 
or their materiality sufficiently doubtful so as to brook no chances of 
an omission. The question recurs whether accountants are laying them­
selves open to the possibilities of embarrassment by reason of the 
disparity between what they say or don’t  say in one type of report as 
against the other, and I would endorse Mr. Marvin’s statement.
C h airm an  W r e n : Mr. Marvin is usually right in these matters. He 
has been in this accounting business a long time.
Now fellows, can we go to No. 14 without standing on the order of 
our going?
M r . A rthur  W. Y ard ley  (Boston): May I ask a question that 
really brings us back to No. 12, which to me has some importance? 
Colonel Carter says tha t the form of certificate about which we have 
been talking was not intended for the smaller companies in which there 
is no public interest. I don’t  know exactly what he means by that. 
When he speaks of no public interest, does he mean companies that 
are not listed on the exchange? There are plenty of companies th a t are 
not listed on the exchange, and there is no very great public interest, 
but nevertheless there is some. I have in mind a case where the use of 
that certificate would prevent the type of annual report which I have 
seen for the last twenty years from one Massachusetts corporation of 
which I happen to be a stockholder, in a small way. T hat is a very 
substantial company and they have always earned good money, but 
they show a condensed balance-sheet a t the top of one page, which is 
their whole annual report, then a little income statement, then a 
surplus account, and in the surplus account are the Federal taxes for 
the year.
The average reader would probably read from the income statement 
tha t they made so much money this year, without noticing that 
Federal taxes had not been deducted; and I wonder if Colonel Carter 
means tha t the usual form of certificate does not apply to companies 
of tha t kind.
Ch airm an  W r e n : Colonel Carter, you heard Mr. Yardley’s ques­
tion.  
Co lonel  Ca r t e r : The same accounting principles apply to that 
company or any other company. The only point about the certificate
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is th a t there are many small companies in which you are not justified 
in testing the accounting records. You should probably go through them 
completely, so the wording of the certificate wouldn’t  be appropriate 
in tha t case. But when it comes to the application of accounting prin­
ciples, tha t remains the same in the small company as in the large 
company. The wording of the certificate would not be appropriate in 
many small companies where the operations are not so large as to 
justify you in merely making a test of the accounting, and there are 
cases where you make lots of detailed audits. As far as the last para­
graph is concerned, however, it would apply to any company. The 
specifications, in other words, wouldn’t  apply in the case of a small 
company. By specifications, I mean the first paragraph.
Ch airm an  W r e n : Does that cover everything you had in mind, Mr. 
Yardley?
M r . Y a r d l e y : The only thing I had in mind was if the usual form of 
certificate did apply, the accountant who puts out this particular 
statement with such certificate would have to take the Federal taxes 
out of the income, rather than show them as a surplus item, so as to 
conform with accepted accounting principles.
What of stereotyped expressions, formalism, standardization?
C h airm an  W r e n : Can w e go ahead to No. 14?
I t  may overlap a lot of things we have talked about. Could you help 
us out, Mr. Andrews?
M r . A n d r e w s : W hat Colonel Carter said a moment ago impressed 
me as meaning th a t this form of certificate is to be used under circum­
stances tha t call for the performance of a particular kind of work. 
T hat being the case, if the circumstances call for a different kind of 
work, the certificate might be modified to meet the requirements of the 
situation. The question is whether standardization is necessary in all 
cases, and I think the Colonel has answered us tha t in his opinion it 
isn’t  and wasn’t  intended to be.
C olonel  Ca r t e r : I t is rather remarkable to see how much it has 
been standardized, though.
C hairm an  W r e n : Colonel Carter, some of the members suggested 
that there is danger in standardization for the reason that one might 
use it as a crutch, and might rely on it too much.
C olonel  Ca r t e r : Y ou h ave to  h ave  a  rubber b ottom  on it, though, 
or it  w ill slip.
Ch airm an  W r e n : I t  is safe enough if it fits the individual case. 
W hat do you say, Mr. Himmelblau?
M r . H im m el b la u : I know  there is a  very  strong ten d en cy  to  use th e  
crutches, and in  every  doubtful case w here there is a  difference of 
opinion, th e  answ er is, cop y  th e  form .
I t seems to me tha t much of the m atter in the certificates could well 
be covered by footnotes to the statements themselves. Personally, I 
don’t  believe that the average certificate reader can evaluate all these 
adjustments. If the auditor is justified in saying tha t the earnings 
should be more or less adjusted, why in the world does he not go ahead 
and restate the earnings and give the final figure after he has made all
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these proposed adjustments? You have the information there in a lot 
of words but nobody gets it except a few analysts.
Ch airm an  W r e n : Thank you, Mr. Himmelblau; I take it to mean 
that we should not sacrifice our individuality for standardization, 
formalism, or anything else. Here is some rugged individualism from 
Boston—Mr. F. R. Carnegie Steele. Let me take time to read a para­
graph from his letter: “ In my opinion, the effort to produce uniformity 
is liable to result in disaster both for practitioners and for clients. 
Moreover, any standard form is liable to be used by irresponsible and 
unreliable people as a cloak for their own shortcomings.”
One more protest against uniformity before we adjourn. Here is a 
letter from Mr. Frank W. Thornton, in his own handwriting. He gives 
this parting shot, looking down from the summit of the years: “ I cannot 
attend, because of poor health, but if I could, I would oppose any 
attem pt to fix universally applicable forms, which, like Shakespeare’s 
barber’s chair, ‘fit all buttocks.’” Mr. Blough, have you anything to 
add?
M r. B lough  : I think not.
C h airm an  W r e n : W ell, you  h ave g iven  us valuable service here, and  
w e appreciate it. H as som e one else an yth in g  to  add? Can w e h ave  a  
m otion  to  adjourn?
M r . A n d r e w s : M ay I happily move that we adjourn?
Ch airm an  W r e n : The meeting is adjourned. Thank you one and all.
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The History of Accounting Machinery
1887
Le t  u s  lift aside the  veil of tim e to  look a t  the  m odern office of fifty years ago and  com pare i t  w ith  the  m odern office of to ­
day. In  so doing, th e  am azing progress th a t  has been m ade in 
accounting m achinery  and  o ther office equipm ent will be ap ­
paren t.
Business is tim id ly  lifting its head a fte r a  severe depression 
of several years’ duration , and  th e  office is a  beehive of ac tiv ity  
a t  th is  tim e, a b o u t th e  m iddle of the  m onth  of October, 1887. 
All of th e  em ployees are m ale, for d a in ty  fem inism  has n o t y e t 
com m enced its  conquest of commerce. T he chief clerk has ju s t 
finished posting in his finely shaded Spencerian hand  th e  stou tly  
leather-bound p riva te  ledger w ith  a  snap lock, and  is ab o u t to  
begin draw ing off the  q uarte rly  s ta tem en ts. H is assistan ts will 
be busy un til la te  a t  n igh t w riting  up  w ith  ink-stained fingers the 
m onth ly  sta tem en ts  of custom ers’ accounts and  addressing en­
velopes for m ailing.
All are  perched on ta ll stools a t  sloping-topped high wooden 
desks, along a  rack  a t  the  back  of each of which are  ranged Bos­
ton  filing boxes, resem bling bulky  ledgers— the  last word in filing 
equipm ent. T he tick tock  of the  Seth  T hom as e igh t-day  clock is 
occasionally audible as the  pendulum  swings relentlessly  to  and  
fro. T he office boy is busy w ith the  le tte r  press, m aking copies of 
bills and  le tte rs  on th e  tissue sheets of the  sales and  correspond­
ence books. A salesm an pauses in w riting  an  order to  sq u irt from 
beneath  th e  fronds of his luxurian t m ustache a  succulent sho t of 
B-L tobacco juice, accurately  gauging the  range and  deflection of 
the  nearest cuspidor.
T he business is p ractically  a  one-m an enterprise inasm uch as 
all im p o rtan t decisions are m ade only  by  “ the  boss,” who is the  
focus of all of the  inform ation and  activ ities of the  com pany. H e 
sits in the  partitioned  sanctum  a t  a  huge roll-top desk, its  pigeon­
holes bu rsting  and  its  top  piled high w ith  papers v ita l to  the  
m anagem ent. H e is d ic ta ting  to  his m ale stenographer, who will 
p resently  emerge to  type  the  le tte rs  on th e  m assive typew riter 
w ith  an  earsp litting  c la tter.
N ote .—Prepared by the committee on accounting machinery of the New York 
State Society of Certified Public Accountants.
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On the wall hangs a comparatively new device called the tele­
phone, into which, after turning the crank and speaking a num­
ber, it is possible to talk to other subscribers to the telephone 
service. In a corner stands a towering heavy iron safe to which 
the books and valuable papers of the business are committed for 
the night. Although there are arc lights on the poles in the street 
outside, the building has not yet been wired for electricity, and 
it is illuminated by gas. There is, however, a central heating 
system, and one large hot-air register in the center of the office 
floor relieves the chill of the brisk October day.
A very dignified gentleman, dressed in a Prince Albert coat and 
wearing a silk hat, appears at the office in the morning, accom­
panied by several assistants only slightly less dignified. The 
employees soon learn that the stranger is a public accountant 
who has been engaged by the boss to check the books to discover 
why the improvement in business is not reflected in the state­
ments prepared by the bookkeeper. The accountant and his as­
sistants take charge of the records and proceed to foot every 
column, note each entry, and check each posting, making a com­
plete journal entry, which will be included in the report, to cor­
rect each error discovered, regardless of the amount involved.
At noon there is a pause in the ten-hour day while the clerks 
unwrap and eat their lunches and some of the gay young blades 
roll cigarettes of Bull Durham. The boss, however, will issue 
forth to a luncheon club, there to talk over the affairs of the marts 
of commerce with friends and competitors.
While the modern office of 1887 disclosed no accounting ma­
chines, we must not assume that all of the history of accounting 
machines has been written in the past fifty years.
The history of counting machines is practically as old as count­
ing itself. In fact, without the elemental machine known as the 
abacus, the Roman system of notation would have been impossi­
ble for business purposes. It is interesting to note that, as re­
cently as two years ago, one of our committee found these abaci 
in regular daily use all over Russia. Even older than the Roman 
abacus were the “ sangi, ” or number rods, used by the Japanese 
and the “ suanpan, ” a form of abacus, invented and still used by 
the Chinese. Some idea of the age of these early counting aids 
may be found in the knowledge that Pythagoras, the Greek 
philosopher, used a form of abacus in the Sixth Century B. C.
In 1642, Blaise Pascal, a nineteen-year-old French lad, in­
vented and built an adding machine, which has been the founda­
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tion for all adding machines. Twenty-nine years later, in 1671, a 
young German, Gottfried Wilhelm Leibnitz, announced a cal­
culating machine for performing more complicated operations 
than that of Pascal—multiplying, dividing, and extracting roots, 
as well as adding and subtracting.
In 1714, Henry Mill, a Briton, was granted a patent for “An 
Artificial Machine or Method for the Impressing or Transcribing 
of Letters, Singly or Progressively one after another as in Writ­
ing, whereby all Writing whatever may be Engrossed in Paper or 
Parchment so Neat and Exact as not to be distinguished from 
Print.” Except for the imposing title, little or nothing is known 
about the machine.
In this country, a patent for a “ typographer” was obtained 
by William A. Burt in 1829, about the same time that Charles 
Babbage, an English mathematician and mechanician, was de­
voting himself to the construction of machines capable of per­
forming arithmetical and even algebraical calculations.
Americans, however, were responsible for the development of 
the modern typewriter and other office equipment and their 
adaptation to general use, and we will confine ourselves herein 
to equipment manufactured in this country.
Accounting machinery, which is primarily a combination of 
the counting machine and the typewriter, on which not only 
counting and computing, but also recording, analyzing and sum­
marizing of transactions are done, is a quite modern invention.
The tabulating (punch card) machine, now extensively used in 
keeping accounts, was patented by Dr. Herman Hollerith in 
1889, after a decade of experimentation, as a strictly counting 
device, and for many years was known as the “census ma­
chine.”
Many other machines, originally intended merely for comput­
ing, have by more or less simple modifications been made into 
bookkeeping machines. The most familiar example of this develop­
ment is that of the simple adding-listing machine. By equipping 
the machine with a carriage capable of holding a piece of paper 
wider than a tape, it became a statement machine. With the 
more complicated improvement of two registers, so that debits 
could be accumulated and segregated from credits, the bookkeep­
ing machine was born. When a further modification was made, 
introducing the cross-footing register and permitting the extrac­
tion of balances, the bookkeeping machine came of age. Today 
there is nothing that can be written with pen and ink, or com­
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puted, that cannot be done by machinery and so done more 
accurately and faster than by hand.
With a single exception, namely, the calculating machine of 
the sliding-carriage type, America has led and still leads in the 
manufacture and general use of accounting machinery.
The manufacturers of accounting machinery have followed 
closely the general economic trend of growth and organization. 
Almost without exception, the present makers are the result of 
numerous mergers and consolidations, with listed securities 
traded in on the bourses of the world.
It would be quite futile to list the names and origin dates of 
even a fraction of the many labor-saving devices now in general 
use. The committee has long had the hearty cooperation of a 
number of the largest and oldest makers of office machinery, and 
herewith presents some historical data gleaned therefrom.
Addressograph-Multigraph Corporation
The idea of an addressing machine developed in the mind of 
Joseph S. Duncan, who made the first machine, which was 
merely a series of rubber stamps mounted on an endless chain. 
Offices were opened in Chicago in 1893 and a few machines were 
manufactured and sold, the Addressograph Company being or­
ganized on January 1, 1896. It is a far cry from the first model to 
the numerous Addressograph machines now in use.
Burroughs Adding Machine Company
The first Burroughs machine was exhibited publicly in 1884, 
the invention of William Seward Burroughs, then a young man of 
twenty-seven. It formed the basis for the fundamental patent 
granted in 1888, the first ever granted for a key-set recording and 
adding machine. The company introduced its first calculator in 
1911 and the electric key-driven calculator in 1928. In 1921, the 
company acquired the Moon-Hopkins billing and bookkeeping 
machine, which was first marketed in 1909.
Comptometer (Felt & Tarrant)
The first Comptometer Adding and Calculating Machines were 
manufactured just fifty years ago (in 1887) under patents 
granted in 1886. It is interesting to note that the inventor of these 
machines, Dorr Eugene Felt, was also a young man of but 
twenty-three when he built his first machine in 1885. The locking 
button was introduced in 1913, and the electrified Comptometer
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made its appearance in 1934. Control of the company still re­
mains in the families of the founders.
International Business Machines Corporation
International Business Machines Corporation is a consolida­
tion of many companies, manufacturing the Hollerith punched- 
card machines, previously referred to, and an extensive line of 
office, shop and store labor-saving equipment.
Marchant Calculating Machine Company
The Marchant Calculating Machine Company was organized 
in 1908 by the Marchant brothers, who had been the American 
agents for a French calculating machine known as the Dactyl, 
and who conceived the idea of manufacturing a similar machine 
in this country. The founders still control this company.
Monroe Calculating Machine Company
The Monroe Calculating Machine Company was organized in 
April, 1912, by Jay R. Monroe and Frank Stephen Baldwin, the 
inventor of the Baldwin calculator, the basic principles of which 
formed the basis of the first Monroe adding-calculators which 
were first exhibited at the National Business Show in New York 
city in the fall of 1912, just twenty-five years ago. Ten years 
later, the company introduced its first electrically operated ma­
chines, and it now manufactures listing and bookkeeping ma­
chines founded on the Gardner patents.
National Cash Register Company
The National Cash Register Company was formed by John H. 
and Frank J. Patterson in 1884, and derives its name from its 
original and principal product, the cash register, which, with the 
exception of the typewriter, is undoubtedly the most widely used 
business machine. The class 2,000 bookkeeping machines were 
developed in 1922, and their first installation was in the Union 
Dime Savings Bank of New York in the same year. In 1929, the 
company acquired the Ellis adding typewriter, first manufac­
tured about thirty years ago.
Remington-Rand, Inc.
The first part of the name Remington-Rand, Inc., is derived 
from the original typewriter first marketed in 1874. The attach­
ment of the Wahl adding register to the typewriter in 1908
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(acquired by Remington in 1922) converted it into a bookkeeping 
machine. The Smith-Premier, a double-keyboard, no-shift type­
writer, was acquired by Remington in 1912 and is still sold 
abroad under its own name. The Dalton adding machine was in­
vented in 1902 and acquired in 1927. The Powers tabulating ma­
chine was invented in 1911 and acquired in 1927. Other machines 
and devices were acquired by merger and today the company 
produces a wide and varied line of office equipment.
Underwood Elliott Fisher Company
The Underwood Typewriter Company introduced its first 
visible typewriter in 1896 and its accounting machines in 1913. 
In 1927, it merged with the Elliott Fisher Company, which had 
previously acquired the Sundstrand Corporation.
In 1891, Crawford Elliott and Robert J. Fisher each obtained 
patents on a different machine designed to write on flat surfaces, 
such as provided by bound books, then extensively used. The 
two companies manufacturing these machines consolidated in 
1903.
The Sundstrand ten-key adding-listing machine was introduced 
in 1914.
It would not be fair to omit some mention of those others who 
have contributed to accounting by the invention of fountain 
pens, mechanical pencils, loose-leaf devices, carbon paper, slide 
rules, duplicating devices, filing equipment and innumerable 
other devices which are so common in the modern office of today.
It is a far cry from 1887 to 1937. The acme of modernity then is 
now an antique. The machines which are indispensable now had 
not been introduced then, although their beginnings were just 
around the corner.
Let us now look into the modem office of today and note the 
comparison with that of fifty years ago.
1937
Bu s i n e s s  is timidly lifting its head after a severe depression of several years’ duration, and the office is a beehive of activity 
at this time, about the middle of the month of October, 1937. 
Male clerks have been largely displaced by females, who seem to 
be better adapted physically and temperamentally to the smooth 
routine of accounting-machine operation.
The loose-leaf general and subsidiary ledgers and the books
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of original entry are posted by machines, and daily summaries 
of cash transactions, sales, purchases, etc., enable the controller 
to perform his functions. Financial statements and reports, in 
analytical detail unknown fifty years ago, are ready for the man­
agement within a few days after the close of each month. Bills 
and statements to customers are prepared and mailed promptly, 
almost automatically, by machines.
The sloping bookkeeping desks, the high stools, and the roll­
top desks have been superseded by steel furniture designed for 
efficient office practice. Filing methods and equipment have be­
come scientific and effective. Electric clocks point the hour with 
the split-second accuracy of an astronomical observatory chro­
nometer. Carbon paper and duplicating devices have banished 
the letter press. Tobacco has been supplanted by chicle.
The business has long since grown from a one-man enterprise 
into a far-flung corporation with many branch offices and plants, 
beyond the capacity of any one person to supervise effectively. 
The office is organized by departments and work is routed and 
authority and responsibility delegated here, just as it is in the 
factory. The executives dictate into machines where their words 
are recorded on wax cylinders for transcription by ear-phoned 
secretaries on quietly rapid electric typewriters.
The telephone has left the wall, and there is now one on every 
desk, where needed, with dials for inter-office extensions or for 
connection by vast trunk lines with the furthest comers of the 
world outside. A comparatively new device is the tele-typewriter 
which communicates by direct wire with the distant plants and 
warehouses for two-way transmission and recording. When orders 
are typed on the machine in this office, they are simultaneously 
reproduced on the machine at the other end. Safes are now of in­
sulated steel, proof against the ravages of fire, water and thieves. 
Electricity is everywhere throughout the office and is the motive 
power of most of the machines and equipment. Central heating 
is today supplemented by air-conditioning, including cooling, 
filtering and circulating the air in the summer months. The certi­
fied public accountant and his staff come with such frequent 
regularity and so little ostentation that their presence is hardly 
noticed, but the junior still carries the bag.
At noon there is a pause in the seven-hour day while the office 
force is accommodated in a private cafeteria, or descends upon a 
nearby drug store for the mid-day snack, and everybody smokes 
cigarettes. The executives, however, will issue forth to a luncheon
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club, there to talk over the affairs of the marts of commerce with 
friends and competitors.
C o n c l u s i o n
Just as the man of the most vivid imagination fifty years ago 
could neither dream of nor comprehend such progress as has 
been made, so we, today, cannot foresee the improvements that 
will convert our most advanced machines into quaint relics fifty 
years hence. It is safe to say, however, that if the rate of develop­
ment continues, the modem office of tomorrow will more than 
ever resemble a machine shop, and that reliance upon manual 
operations and susceptibility to human inefficiencies and errors 
will have been relegated to the then dim past of 1937.
In the meantime, however, it behooves each practising ac­
countant to secure an intimate knowledge of the workings of the 
various kinds of office appliances and the benefits to be derived 
from their use, and to follow the development in the machines as 
the years roll on.
Accounting Machinery of Today
T h e  e c o n o m ic  development of business organization during the last fifty years can be attributed primarily to three 
basic influences: (1) improvements in transportation facilities, 
(2) improvements in communication facilities, and (3) improve­
ments in production machinery and methods. The increase in 
the size of the average business unit, together with the necessity 
for speed, accuracy, legibility and economy in handling the ac­
counting records, has made mandatory the adaptation to the 
accounting office of the improvements in machinery and pro­
duction methods necessary to enable the office to keep pace with 
the factory.
The practising certified public accountant, as the independent 
accounting advisor to his client, continues to find himself in the 
position of advising or specifically prescribing as to the office ma­
chinery to be used and the related methods of handling and con­
trolling the office operations. His status as “ independent” is 
desirable because of the fact that the salesmen and representa­
tives of the machine manufacturers cannot possibly be consid­
ered as disinterested advisors and at times are not sufficiently 
experienced to insure the fact that they recommend the most 
efficient machine for the job concerned.
For the guidance of the profession, an attempt has been made 
herein to set forth certain general fundamental principles gov­
erning the selection and installation of accounting machinery. 
The treatment must of necessity be general, inasmuch as the 
subject matter is as broad as the field of business and cannot be 
reduced to any precise formula.
The selection or elimination of accounting machinery must be 
based on an intelligent understanding of the various classes of 
machines available and of their relative advantages and disad­
vantages, coupled with a comprehensive knowledge of the nature 
of the transactions to be recorded and of the related organiza­
tion and personnel. There is a great variety of machinery avail­
able, most of which is good. It is a generally admitted fact, how­
ever, that for any specific accounting application, some one ma­
chine or type of machine will usually have decided advantages 
over another.
N o t e .—Prepared by the committee on accounting machinery of the New York 
State Society of Certified Public Accountants.
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The two basic machines which are considered standard equip­
ment in any office are the typewriter and the adding machine. 
Bookkeeping machines are, for the most part, adaptations or 
combinations of one or both of these basic machines, with various 
special features added. The punched-card machines use the basic 
principles of both, combined with the electrical or mechanical 
sorting and tabulation of the cards on the basis of the perfora­
tions made thereon. The calculators represent a development of 
the adding machine principle. Continuous form-billing machines 
are a development of the typewriter, as are also remote control 
telegraphic bill and order machines. Addressing machines repre­
sent a distinct group, which is assuming more and more impor­
tance in relation to the accounting routines.
B o o k k e e p i n g  M a c h i n e s
Bookkeeping machines of the various types available have 
certain distinctive features which may be summarized as fol­
lows:
I. Keyboards
a. Fully visible (81 keys)
b. Ten-key
c. Typewriter
d. Combination—fully visible (81 keys) and type­
writer
e. Combination—ten key and/or calculator mechanism
with typewriter
II. Carriage Tabulation
a. Manual
b. Key
c. Automatic
III. Accumulation
a. Registers—without automatic printing of totals
b. Registers—with automatic printing of totals
IV. Writing Surface and Feed
a. Cylindrical
1. Back feed
2. Front feed
b. Flat
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V. Visibility
a. None
b. Partial
c. Total
VI. Automatic repetition of postings or totals 
VII. Proof of pick-up
The distinctive features summarized above warrant explana­
tion as to the mechanical factors involved and also as to their 
relative advantages and disadvantages.
Keyboards
The fully visible keyboard consists of rows of keys numbered 
one to nine from bottom to top and arranged in columns side by 
side up to the desired capacity. Colors are used to punctuate the 
columns into cents, hundreds, thousands, etc. Each key has a 
definite value and ciphers are printed without a key stroke. No 
figures register in the machine until the motor bar is depressed, 
therefore corrections may be made in any digit at any time be­
fore the motor bar is depressed by depressing another key in that 
digit, thus restoring the key previously depressed, or by clearing 
the keyboard completely by depressing the “error” key. Speed 
of operation is acquired on this keyboard by visualizing the fig­
ures in such a manner that the hand works from the bottom to 
the top of the keyboard regardless of digit, using four fingers for 
the keys. While the motor is turning over, the next figures can be 
depressed.
The ten-key keyboard consists of keys numbered one to nine 
plus a zero key, arranged in a small space in such manner that 
they can be operated by a rhythmic touch method with the fingers 
of one hand. The figures are recorded by depressing the keys in 
sequence, reading the figures from left to right. The zero key must 
be actuated to record ciphers. Corrections can be made before 
depressing the motor bar by depressing the “error” key and re­
setting the complete figure.
The typewriter keyboard consists of keys numbered one to 
nine plus a zero key, arranged at the top or bottom of a standard 
typewriter keyboard. The figures are recorded by depressing the 
keys in sequence, reading the figures from left to right. The zero 
key must be actuated to record ciphers, and the space key for 
spaces in figures. Each figure prints as the key is depressed and
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corrections can be made only by subtracting out the erroneous 
and putting in the correct figures, either erasing the wrong fig­
ures and “non-printing” their reversal or spreading the entire 
operation on the record. In some cases the registers are actuated 
digit by digit as the keys are depressed. In other cases the reg­
ister mechanism is actuated electrically as the last figure is writ­
ten. In these last cases, corrections can be made prior to depress­
ing the last figure by using the error key to clear the transaction 
and replacing the correct figures. Recently, certain of these type­
writer keyboard machines have been equipped with the electric 
keyboard, which feature speeds up the operation and lessens the 
fatigue of the operator.
The combination of the fully visible (81 keys) keyboard with 
a typewriter keyboard is desirable when the operation requires a 
typewriter keyboard for descriptive matter, and when the fea­
tures of the fully visible adding machine keyboard seem to offer 
advantages in recording the figures involved.
The same principle holds true in the case of the combination 
of the ten-key keyboard with the typewriter. The additional in­
clusion of the calculator mechanism makes it possible to make 
extensions on invoices and to calculate cash and trade discounts 
in the course of the machine operation. This feature may be ad­
vantageous in certain cases, as an alternative to having the cal­
culations performed on the posting media in a separate operation 
before the actual posting operation.
Each of the above keyboards may have certain advantages on 
certain classes of work with certain classes of personnel. The one 
self-evident fact is that, when the descriptive data required can­
not be coded into a small number of symbols, it will be necessary 
to have a typewriter keyboard or combination. If descriptions 
can be coded briefly and a majority of the figures are in even 
amounts, the 81-key keyboard may be desirable from the stand­
point of eliminating the actuation of zero keys.
Carriage Tabulation
Carriage tabulation consists of the movement of the carriage, 
chute or other device in such manner as to allocate the figures 
being posted to a certain column and totalizer. In the case of the 
typewriter keyboard machines, this tabulation is usually key 
operated, with decimal selection. For example, having finished 
the date, a blank tabulator key is depressed to jump the carriage 
to the point where the description starts; next, to place an amount
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of $1,285.16 in the debit column, the operator depresses the 1,000- 
digit tabulator key to bring the carriage to the proper point to 
start the figure, repeating for the other columns to the right. 
The mechanism is usually set to return automatically to the 
starting point as soon as the end of the line is reached. The add­
ing machine and combination keyboard machines have auto­
matic tabulation for the most part, the carriage moving from 
one column to the next after the recording of the figures. The fig­
ures automatically fall in alignment on the right without decimal 
selection.
Some of the simpler types of adding-machine-keyboard ma­
chines have a type of carriage which normally remains in one 
position, but which can be moved from one column to another 
by hand.
One type of fully visible keyboard machine has an automatic 
column selection feature without carriage movement.
Accumulation
Machines of the typewriter keyboard type are usually 
equipped with registers, so arranged as to accumulate separately 
the amounts typed in the respective columns. An additional 
crossfooting register provides for the accumulation of net bal­
ances on individual accounts as follows:
Old balance (debit) +  posting (debit) — posting (credit) = 
new balance (debit).
On these machines there is no automatic clearance of totals, 
either from the crossfooting register or from the vertical totaliz­
ers. The figures must be copied from the registers.
The adding-machine-keyboard machines provide for auto­
matic clearance of any totalizer by the depression of a clearance 
key. If the balances on the accounts are large and the number of 
postings per day per account are few in number, this automatic 
printing of totals may be particularly desirable.
Writing Surface and Feed
Back feed refers to the conventional typewriter feeding on a 
cylindrical platen of the ledger sheets or other material on which 
the postings are to be made. Front feed refers to a feature used 
on the same type of cylindrical platen, which permits the inser­
tion of material at the front of the platen. This feature is very 
helpful on certain types of collation of forms, particularly when
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a large proof sheet is kept in the machine and one or two addi­
tional forms are being collated therewith. The flat-bed feed 
provides a flat surface upon which the forms may be set, the 
posting being made by a movable typewriter head above the 
flat bed. This feature is desirable on certain classes of work, 
particularly on difficult collation of more than two forms. The 
flat bed also makes feasible certain features of transverse and 
lateral continuous carbon paper, which may be very helpful and 
economical.
Visibility
Some machines provide for complete visibility as to the record­
ing operation of the machine. Some provide a partial visibility 
and some provide none. Complete visibility is usually desirable, 
but its lack may be offset by other advantages. It is not as es­
sential on the fully visible keyboard machine as on the other 
types.
Automatic Repetition of Postings or Totals
Automatic repetition of postings or totals is possible on certain 
classes of machines and may be very desirable on certain machine 
applications. Such a feature makes possible the posting of a 
ledger and statement, each an original copy, in one operation, 
the machine automatically repeating on the second posting the 
complete operation of the first. In other cases it may be desirable 
to repeat only the total cleared from the crossfooting total­
izer.
Proof of Pick- Up
There are various mechanics for proving the accuracy of old 
balances picked up and the resultant accuracy of new balances. 
The most positive proof is, of course, a trial balance of the ac­
counts operated under the control concerned. If the trial balance 
does not agree with the control and the daily postings have been 
proved against independent totals, a recheck of the pick-ups 
should reveal the error. In the case of a control involving a small 
number of accounts which are regularly active, the trial balance 
is probably the easiest method. However, in the case of a control 
involving a large number of accounts which are irregularly ac­
tive, some form of daily proof on the accuracy of pick-ups is 
desirable. The so-called “ line proof" has been evolved with
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as follows:
Col. 1 Col. 2 Col. 3 Col. 4
Old old
balance +  = new — balance
pick-up posting balance pick-up
(debit) (debit) (debit) (debit)
variations to meet this requirement. One method of line proof is
Col. 5 
= posting 
(debit)
The old balance is picked up a second time from the original 
source, subtracted from the new balance, and the resultant 
“posting (debit)” accumulated and proved against a prede­
termined total. Unless the old balances picked up are the same 
in both cases and the posting is correct, the last column will not 
prove in total with the predetermined total of postings. In other 
cases, the old balances are picked up twice as above and the 
totals of columns 1, 2 and 4 accumulated, column 5 being 
dropped. The totals of columns 1 and 4 are proved against each 
other and the total of column 2 proved against a predetermined 
total of postings. These proofs as to pick-ups are based upon the 
assumption that an operator will not make the same mistake 
twice, if she has to go back to the same original figure both 
times. It is not 100 per cent. positive control.
The particular requirements of an individual machine applica­
tion will usually indicate certain of the above-enumerated 
features which will be advantageous.
The basic factors which should be considered in weighing the 
relative advantages of any bookkeeping machine are:
a. Training necessary to operate the machine.
b. Number of postings per day on the job concerned.
c. Flexibility from the standpoint of application to other
possible jobs.
d. Proof of accuracy.
e. Audit and control features.
In many cases, particularly in the small office, it is very de­
sirable that one bookkeeping machine be used for more than 
one class of work. In order to make this possible, it will be 
necessary to use a type of machine having the various features 
required by all phases of the work and also the flexibility neces­
sary to change over quickly from one operation to another.
Certain businesses require special audit and control features. 
A good example of such a requirement is the so-called “ cashier
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posting routine,” under which the cashiers post the ledgers, as 
cash is taken in or disbursed, with certification of the transaction 
to the customer and a complete record of all machine transac­
tions on an audit tape locked in the machine and available only 
to the audit staff.
P u n c h e d  C a r d  M a c h i n e s
Punched card machines are very efficient where the volume 
of transactions is heavy and the information contained on the 
cards must be reclassified and recorded more than twice. Almost 
any accounting operation in which the descriptive data can be 
coded may be handled efficiently on these machines. The basic 
rental cost of the equipment, however, makes it uneconomical 
for the handling of a small volume of transactions. The cost of 
the rental, the cards, and the punching and verifying of the cards 
may render such equipment uneconomical even with a heavy 
volume, when the cards are classified and tabulated only once 
or twice. Sorting and tabulating equipment will ordinarily func­
tion at the rate of about 400 and 100 to 150 cards per minute, 
respectively. The time required to handle the material concerned 
should be determined in advance to make certain that the neces­
sary operations can be handled within the time available.
The punched-card method has one outstanding advantage over 
all others, in that once the cards are punched correctly, the 
sorting and tabulating is automatic and therefore not subject 
to errors in distribution, transpositions, etc., other than errors in 
machine accuracy, which are infrequent and are usually signaled 
by the machine, if, as and when made.
C a l c u l a t i n g  M a c h i n e s
Each of the various calculating machines available has certain 
distinctive features which may affect their relative efficiency on 
a certain class of work. An analysis of these features, as related 
to a given application, is relatively simple and is not covered 
herein.
A d d r e s s i n g  M a c h i n e s
Addressing machines are becoming more and more useful and 
more closely related to the accounting requirements of the office 
in many organizations, particularly under the requirements of 
the social security acts. The number of machines available is 
limited and the problem of judging relative efficiency and econ­
omy is comparatively simple.
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S e l e c t i o n  o f  M a c h i n e  E q u i p m e n t
The problem of determining the desirability of one type of 
bookkeeping or punched-card machine as compared with an­
other, or as compared with pen-and-ink methods, is a real 
problem and should be solved by following a logical and intel­
ligent procedure.
First, the accountant must make up his mind that no one type 
or make of machine is uniformly the best for all work; second, 
he must have or acquire a thorough understanding of the 
numerous machines and the special features of each; third, he 
must make a comprehensive study and analysis of the existing 
organization and routines of the particular business involved; 
and fourth, he must proceed on the basic theory that no machine, 
no matter how well designed and constructed, can be efficient 
unless it is fitted into a coordinated organization with a smooth 
flow of material in standardized prescribed form to and from 
each operation.
The economies of machine equipment in general are based 
upon the possibilities of handling two or more normal operations 
in one machine operation, the factor of daily control and proof of 
accuracy with the resulting elimination of rechecking a volume 
of work at the end of the month to prove accuracy, the elimina­
tion of peak-load periods through the steady cycle of work made 
possible under machine methods and the improvement in func­
tional organization induced by proper organization for machine 
methods.
A review of the existing situation should reveal the following:
1. The volume of each class of transaction and the cost of
handling.
2. The adequacy of the results obtained as to information
supplied, and the accuracy and promptness with which
available.
3. The adequacy of the methods of internal control in effect.
4. The possibilities of eliminating duplication of reports and
operations.
5. The possibilities of effecting combinations of operations
under machine routines.
These five points appear relatively simple, but an analysis of 
their scope will reveal the fact that they will require a careful 
review of the entire operations of all departments of the business,
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a tabulation of all personnel, the compensation, duties and ac­
complishment of each, a review of all accounting routines and a 
careful analysis of the adequacy of existing reports to the man­
agement.
The effect of the installation of adequate machine methods to 
replace pen-and-ink routines is illustrated by one reported case 
in which the work previously handled by 12 clerks and one 
supervisor, with considerable overtime work, was handled by 
five bookkeeping machines, with an operator for each, one 
control clerk and one supervisor, without overtime work. Seven 
people, taken from the existing group, with adequate machine 
equipment turned out a much more prompt, complete, accurate 
and neat result without the necessity for overtime, with a con­
siderable capacity for expansion and with a resultant saving in
cost calculated as follows:
Hand methods:
Twelve clerks—total salary cost per annum.. . .  $15,600.00
One supervisor—total salary cost per annum. . .  2,400.00
$18,000.00
Machine methods:
Five machine operators—total salary cost per
annum................................................................... $ 6,500.00
One control clerk—total salary cost per annum . 1,500.00
One supervisor—total salary cost per annum. . . 2,400.00
Total salary cost............................................  $10,400.00
Machine cost per year:
5 machines at $1,400.00 each, spread over five
year life—per annum cost............................. 1,400.00
Total.............................................................  $11,800.00
Net Saving per annum..............................................  $ 6,200.00
The effect of employing the most suitable machines is illus­
trated by a reported case of an injudicious installation where 
four bookkeeping machines were used, representing an invest­
ment of $5,000. As a result of a proper machine application, with 
some rearrangement of material and a combination of operations,
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one machine of a slightly different type was used to turn out the 
same result. The new machine cost $1,600. Both types of ma­
chines were good, but one was improperly applied.
C o n c l u s i o n
In the beginning, bookkeeping machines were used solely for 
accounts-receivable ledgers. They have now developed to a 
point where they are used for every phase of accounting activity, 
for accounts-receivable-ledger and statement, savings-institu­
tion ledger and pass book, hotel-guest accounts with daily 
departmental check, accounts payable with remittance state­
ments and analysis of charges, check writing with disbursement 
register as a by-product, inventory control, commission accounts, 
sales analysis, etc.
Any machine installation or accounting change must justify 
itself either by improving the results obtained or by cutting the 
cost of the accounting office. In changing from pen-and-ink 
methods in an office employing more than four people on the 
actual accounting work, it will usually be possible to do both, 
while a careful analysis of any existing machine operations will 
very frequently reveal possibilities for improvements and econ­
omy. The experience of the certified public accountant in the 
various organizations of his clients will indicate the fact that a 
majority of the business organizations of today are still very 
much behind the times in respect to the adoption of efficient 
and economical machine methods and accounting routines.
Recent Developments in Budgetary 
Control
By E dmund S. LaRose
At t h i s  season of the year many business men are anxiously
waiting for their annual year-end reports to find out how 
much money they made or lost in 1937. An ever-increasing num­
ber of progressive business men, however, have already focused 
their attention on 1938, knowing now within narrow limits, 
through their modern controls, how they will make out in 1937. 
Thus the tempo of business life constantly increases in the com­
petitive race for survival.
There is no “marking time” in business today. Any business 
or professional man, whether he be merchant, manufacturer, 
lawyer or doctor, must keep abreast of the times to survive. The 
accountant is no exception.
Business profits come from perception, not perchance. Busi­
ness lives for the future, not for the past. Last year’s record is 
water over the dam, of value principally as a testimony of past 
accomplishment and often of past mistakes. Business men are 
looking ahead for new ideas, new methods, new profits.
Budgetary control is management’s tool for the conduct of 
business at a profit. It is the scrutinizing of manufacturing, pro­
duction, distribution and financial problems of management 
through the trained analytical eyes of the accountant. It in­
volves the coordination of all productive effort to secure the great­
est net return from every dollar invested.
Budgetary control plots a true course to avoid the treacherous 
currents of economic and political changes, the reefs of competi­
tion, the storms of depression, and the thousand and one other 
pitfalls that constantly endanger business security and profits.
The coordination of all available accounting and statistical 
data in planning future operations is the pivot around which ev­
ery successful budget program must revolve. This problem be­
comes more and more acute as management reaches out in an at-
N o t e .— Because Mr. LaRose spoke extemporaneously and at great length, it is im­
possible to  present here more than a summary of his address. A complete transcript of 
his remarks, with the related charts, is to be published by the New York State Society 
of Certified Public Accountants.
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tempt to gain more complete knowledge of and control over all 
phases of manufacturing, distributing and financial activities.
An accurate sales forecast is the essential cornerstone of any 
successful budget system. It is the basis for the material, labor, 
overhead, inventory and other subsidiary budgets. Yet a de­
pendable sales forecast can only be obtained through (1) de­
termining the effect of changes in the level of general business 
activity upon your company’s sales by lines of product and mak­
ing due adjustment for forecasted business variations during the 
ensuing year, and (2) measuring potential markets for your 
products, your coverage in worthwhile trading centers, the com­
petitive position of your products and price lines, and the ex­
tent and scope of your competition.
The closer one can get to the ultimate consumer, the more one 
can break down sales estimates by product and price line, by 
sales district, and by principal trade classes or types of cus­
tomers, the more one can estimate and allow for the effect of 
probable business conditions by area, the more accurate becomes 
his final sales forecast. There can be no disagreement with the 
facts on this score.
There is no reason why any manufacturer or distributor should 
not be consistently able to forecast his sales volume for a year in 
advance within a limit of 10 per cent. variation. We have been 
within 5 per cent, of our budgeted sales volume in 11 out of the 
last 12 years.
Think what an accurate sales forecast means to any business. 
It allows you to plan within narrow limits your material, labor, 
and inventory requirements for a year in advance. It permits you 
to produce on a straight-line basis throughout the year, reaping 
the multifold savings from lower costs, higher utilization of plant 
and equipment, smaller and more efficient labor force and better 
labor conditions, more effective service, and other advantages 
too numerous to mention. You can cut your capital requirements 
to an absolute minimum. You can plan your selling and adver­
tising program for maximum efficiency. With budgetary control 
you are the master of your business, not its servant.
At the same time, it is highly desirable to provide for flexibil­
ity in any budget set-up—flexibility that permits you to meet 
unforeseen emergencies and contingencies. Such flexibility is 
obtained, not by altering your basic budget set-up—I believe a 
yearly budget once carefully established should never be radically 
altered—but by providing in advance for auxiliary controls by
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which manufacturing, production and other activities may be 
revised up or down in line with variations in sales volume. These 
monthly-variation controls permit maximum flexibility without 
sacrificing in any respect the benefits to be derived from having a 
permanent established goal for any given year.
The budget system works best that works least. By this I 
mean one should strive for a control that works automatically, a 
control that is self-regulatory. Take time out to think in the be­
ginning, and the end will take care of itself.
O C T O B E R  20 ,  1937  
R A D I O  A D D R E S S
Station WABC
A c c o u n t a n c y  i n  E n g l a n d  a n d  A m e r i c a  
By Roger N. Carter
Accountancy in England and America
B y R o g e r  N . C a r t e r
In  a c c e p t i n g  the invitation to speak for a few minutes to the citizens of the United States of America upon matters of 
current interest, I am deeply sensible of the privilege and re­
sponsibility of trying to present to you the viewpoint of the 
business community on our side of the Atlantic.
My friends in the accountancy profession and I have come 
over from England as guests of the American Institute of Ac­
countants to celebrate with them the fiftieth anniversary of the 
foundation of their Institute and to offer to them our hearty 
congratulations and best wishes for their continued prosperity.
I have been much impressed during my short visit to the 
United States by the keen interest shown by your business and 
professional men in developments and tendencies in Europe. 
Indeed, I have found it difficult to make adequate replies to 
many of the questions which have been put to me during the 
past few days.
I have been asked, “What do you make of the political situa­
tion in Europe?”
“Well,” I have replied, “ that is a poser to address to a pro­
fessional accountant. A professional accountant deals with facts, 
and if there is one thing above another which he endeavors to 
avoid, it is the making of prophecies.”
“That is all very well,” replied my inquirers, “ but a profes­
sional accountant must come into daily contact with prominent 
men in all walks of life; he hears the views of many responsible 
people; and we want to know what impression those views have 
made on your mind.”
This seemed reasonable to me and I cannot therefore avoid 
giving an answer. But I do not feel that I can say more than that, 
among the business community in our country, there is un­
doubtedly a feeling of greater confidence in regard to the general 
political situation tha n has been the case for some time past.
I would like to mention one factor which may in future exercise
N o t e .—As related in the Narrative Account, page 45, this address was delivered 
over the coast-to-coast network of the Columbia Broadcasting System from radio 
station WABC, New York. Canadian stations and the British Broadcasting Com­
pany were notified so that they might rebroadcast through their own facilities.
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a growing influence in favor of peace among the nations, and 
that is the extension of world trade. Nations do not sufficiently 
realize their dependence upon each other.
I hail from Lancashire, one of your largest customers and a 
staunch supporter of free trade. The nationalistic spirit rampant 
throughout the world has forced our government to abandon the 
policy of free trade and, as an alternative, to enter into reciprocal 
trade agreements with many nations of the world. Our country’s 
fiscal policy is, of course, determined by the government of the 
day, but the administration of that policy is in the hands of a 
government department known as the Board of Trade, presided 
over by a member of the cabinet.
There is no doubt that these trade agreements, in spite of their 
limitations, make for peace, tending as they do towards mutual 
understanding between the nations. Nations are, after all, only 
aggregates of individuals, and we all have more kindly feelings 
towards those we meet regularly than towards those who are 
comparative strangers.
Here is another question which I have been asked by your 
business men. “ Is the great improvement in trade and industry 
which Great Britain has experienced during the past two or three 
years likely to continue? Is the improvement a natural one or is 
it due to some artificial or temporary set of circumstances, such, 
for example, as the rearmament program?” I do not think that 
any of us are sufficiently optimistic, or that we are so ignorant of 
the lessons of the past, as to imagine that prosperity will continue 
unabated. But what we do know is that much of the improve­
ment has been due to natural causes and that it had made itself 
felt before any of the money voted by our Parliament for rearma­
ment purposes had begun to be spent. Furthermore, we see no 
sign at present of the turn of the tide, provided always that there 
are no major political or financial upheavals on the continent 
of Europe.
May I now refer to two matters affecting the accountancy 
profession in my own country, which I think may be of interest 
to the business community in the United States.
A branch of work which touches all professional accountants 
in England, whatever may be the general nature of their practice, 
is taxation. We can truly claim that, without our cooperation, 
the proper assessment and collection of taxes by the Government 
would be well-nigh impossible. The taxpayer is our client; he 
gives us the work to do, and he pays our fees. But our standing is
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such that we are, none the less, regarded as acting in a semi­
judicial capacity. We are expected to put—and indeed we do put 
—all the cards on the table; and the bona fides of the statements 
we make is not questioned by the taxation authorities. This 
taxation work is not merely an important source of income to our 
profession; its value to us is much greater than that. It has 
immensely enhanced our prestige and has helped to place the 
profession on an altogether higher plane.
The second development connected with the accountancy pro­
fession in England which will, I think, interest you is the increas­
ing extent to which the services of professional accountants are 
requisitioned by the various government departments in connec­
tion with inquiries into commercial and financial matters. Many 
committees are set up by our government each year to investi­
gate and make recommendations on specific matters, and fre­
quently one of the members of such a committee is a professional 
accountant. The government realizes that the wide experience 
which the professional accountant has accumulated fits him in an 
exceptional degree for work of this character. These committees 
are composed of independent persons; they are free from political 
influences; and their reports are as a rule made public. In the 
great majority of cases, the members of the committees give their 
services voluntarily.
I know that in the United States, as in Great Britain, direct 
taxation is now on a very high scale. I know also that your gov­
ernment, like our own, has frequently to concern itself with 
commercial and financial problems. Whether, in relation to these 
matters, your accountancy profession is accorded recognition 
similar to ours, I am not in a position to judge. There is no doubt, 
however, that in the professional accountant both the state and 
the business community have one to whom they can turn as 
guide, philosopher and friend.
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Brakman, Mr. and Mrs.
William H.
Breeding, Mr. and Mrs.
E. B.
Bringhurst, Mr. and Mrs.
William 
Broad, Mr. and Mrs.
Samuel J.
Brundage, Mr. and Mrs.
Percival F.
Bruneau, Mr. and Mrs.
Armand L.
Bryan, Charles T.
Buehler , Mr. and Mrs.
Edward J.
Burton, Mr. and Mrs.
James C.
Buzby, William J.
Byerly, Mr. and Mrs.
Francis P.
Byrne, Mr. and Mrs. Gil­
bert R.
Byrnes, Thomas W. 
Caffyn, Harold R. 
Camman, Mr. and Mrs.
Eric A.
Campbell, James B. 
Campbell, Mr. and Mrs.
William R.
Carboy, Mr. and Mrs.
Michael G.
Carey, Mr. and Mrs. John 
L.
Carlson, Charles S. 
Carson, Edward G. 
Carter, Arthur H.
Carter, Mr. and Mrs.
Robert S.
Chaffee, W. L.
Chambers, Mr. and Mrs. 
Norman G.
Claghorn, Mr. and Mrs.
George C.
Claire, Richard 
Clarke, Mr. and Mrs.
T. H.
Cloake, T. Reginald 
Clowes, Francis J.
Cobb, Mr. and Mrs.
Ernest B.
Cochrane, Mr. and Mrs.
George and daughter 
Cody, John F.
Cole, Mr. and Mrs. John
E.
Conant, Leonard H. 
Conroy, Thomas F. 
Cooper, Samuel P.
Cooper, Mr. and Mrs.
Walter A.
Corrigan, Miss Ann G. 
Couchman, Mr. and Mrs.
Charles B.
Cranstoun, William D. 
Curtis, Miss Elizabeth 
Davies, Mr. and Mrs. 
Allan
Davies, Mr. and Mrs. W.
Sanders 
Davis, Mr. and Mrs. Free­
man H.
Dean, Mr. and Mrs. Wal­
ter N.
Dewar, Mr. and Mrs.
Douglas 
Dobson, Mr. and Mrs.
Ray R.
Dollar, Mr. and Mrs.
Archibald F.
Donaldson, Mr. and Mrs.
William R.
Driscoll, G. E.
DuBois, Ernest J.
Dunne, John B.
Eastman, Ellen L.
Ellis, Franklin C.
Ellis, Mr. and Mrs. G. D. 
Elsdon, Mr. and Mrs.
Paul H.
Enloe, Mr. and Mrs. B. L. 
Everett, Mr. and Mrs.
Percy R.
Eyre, Mr. and Mrs. W. 
Farnan, John D.
Fedde, A. S.
Feleppa, Ernesto J. 
Fernald, Mr. and Mrs.
Henry B.
Fink, Nathaniel 
Finke, Myron A.
Fjeld, E. I.
Forster, Mr. and Mrs.
William J.
Frank, Thomas B.
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Franke, Mr. and Mrs.
William B.
Fraser, Mr. and Mrs. John 
Frederich, Mr. and Mrs. 
Max
Frederick, Miss Miriam 
French, Mr. and Mrs.
Bernard M.
Friedman, Mr. and Mrs.
Fries, Miss Margaret 
Frost, Mr. and Mrs.
Oakley 
Fuller, R. M.
Gale, C. H.
Gale, Frank A.
Gantt, Wentworth 
Geissler, Ralph E.
Getz, Mr. and Mrs.
Joseph 
Gilmore, Mr. and Mrs.
L. 0 .
Gleason, Mr. and Mrs.
R. W.
Glover, Mr. and Mrs.
P. W. R.
Greenberg, Mr. and Mrs.
Benjamin 
Grube, H. A.
Grundmann, Mr. and 
Mrs. O. A.
Guyett, Howard L. 
Hadden, Dufus 
Hahn, Mr. and Mrs. E. 
Hall, Mr. and Mrs. Carol
F.
Hall, Mr. and Mrs. James 
Halsey, Crawford C. 
Hamel, Mr. and Mrs.
Charles D.
Harcourt, Mr. and Mrs.
Vivian 
Harris, W.
Hart, H. B.
Harvey, F. G.
Harvey, Mr. and Mrs.
John L.
Hattrick, Miss Marion 
Hazard, Mr. and Mrs.
Edgerton 
Hazelton, Mr. and Mrs.
William T.
Heaton, Mr. and Mrs.
W. C.
Hecht, Mr. and Mrs.
Charles 
Henderson, Mr. and Mrs.
Thomas B. G. 
Hennessy, Charles 
Herrick, Mr. and Mrs.
Willard A.
Higgins, Mr. and Mrs. 
Thomas G.
Hird, Mr. and Mrs. W. H. 
Hodgkins, Miss Dorothy
E.
Hofmann, Mr. and Mrs.
H. R.
Hogan, Thomas J. 
Hooper, John W. 
Hopkins, Frank L., Jr. 
Hopkins, Mr. and Mrs.
Milo B.
Home, Mr. and Mrs.
Henry A.
Hudders, Mr. and Mrs.
Eugene R.
Hughes, Mr. and Mrs.
James F.
Hughes, Miss Catherine L. 
Humphries, David 
Hurdman, Mr. and Mrs.
Frederick H.
Hurley, Mr. and Mrs.
Walter A.
Hyslop, Mr. and Mrs.
George K.
Inglis, John B.
Jacobsen, J. R.
Jennings, Alvin R. 
Johnson, H. U.
Johnson, W. B.
Kadison, Louis 
Kallfelz, Miss Mildred 
Kaplan, Samuel 
Kaufman, Mr. and Mrs.
J .F .
Kelly, Miss Kay 
Kerr, Errol and daughter 
Kester, Roy B.
Kilduff, F. W.
Kingsley, Mr. and Mrs.
George H.
Klein, Joseph J.
Knight, Paul K.
Koch, John H.
Kork, Mr. and Mrs.
Louis D.
Krahe, Mr. and Mrs.
Lester A.
Kramer, Mr. and Mrs.
Nathaniel 
Krejcu, Joseph E. 
Lafrentz, Mr. and Mrs.
A. F.
Lafrentz, F. W.
Landry, Horace J.
Lasher, Norris R.
Lawson, Edward L.
Leete, Harry O.
Lehn, F. D.
Leidesdorf, S. D.
Leitner, Mr. and Mrs.
Nicholas A.
Lenhart, Mr. and Mrs. 
N .J .
Levy, Saul 
Lindquist, J. A.
Locke, Mr. and Mrs.
Morton F.
Loeb, Mr. and Mrs.
Simon 
Loeb, Miss Betti C.
Lord, Mr. and Mrs. Clark­
son E.
Lord, Miss Helen 
Lybrand, William M. 
Lynch, Peter F.
Lyon, Frederick W. 
Mackenzie, Mr. and Mrs.
D. G.
Mackenzie, Mr. and Mrs.
Thomas A. 
MacLachlan, Mr. and 
Mrs. John 
Maclachlan, M. W. 
MacRae, F. J.
Madden, John T.
Maher, James F.
Main, Mr. and Mrs.
Fred L.
Marshall, Mr. and Mrs.
Ralph S.
Marvin, Mr. and Mrs. J.
Arthur 
Mather, Mr. and Mrs.
Charles E.
Mather, Mr. and Mrs. C.
Ronald 
Mathews, J. W.
May, George O. 
McCarroll, A. P.
McCue, Mr. and Mrs.
John J.
McIntosh, Gould 
McKane, Denton 
McKeon, Mr. and Mrs.
Winfield 
McLaughlin, Stuart W. 
McNamara, Mr. and Mrs.
W. R.
Meinhardt, Harold S. 
Mendes, Mr. and Mrs.
Henry E.
Meyer, Mr. and Mrs. H. J. 
Mickelson, John F.
Miles, Raymond M. 
Miller, Miss B. G.
Miller, Mrs. James D. 
Miller, Mrs. J. M.
Miller, J. R.
Mitchell, Francis L. 
Moeran, Mr. and Mrs.
Edward H.
Monroe, Joseph G. 
Montgomery, Mr. and 
Mrs. Robert H.
Morse, Harold S.
Murphy, Miss Mary E.
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Murray, Mr. and Mrs.
Joseph B.
Neill, A. B.
Niles, Henry E.
Nissley, Mr. and Mrs.
Warren W.
Niven, Mr. and Mrs.
John B.
Noone, John 
North, Raymond E. 
Norton, Lewis M.
Owen, Mr. and Mrs.
George A.
Pace, Homer S.
Park, James C.
Park, Mr. and Mrs.
Stanley W.
Parker, Mr. and Mrs.
C. G.
Parkman, Mrs. Francis 
Pattinson, Mr. and Mrs.
I. Graham 
Peavy, Mr. and Mrs.
W. G.
Peloubet, Mr. and Mrs.
Maurice E.
Peloubet, Sidney W. 
Peters, Joseph J.
Phagan, Mr. and Mrs.
Knox B.
Phelps, J. O.
Phillips, Mr. and Mrs.
B. B.
Pinkernell, P. Henry 
Preinreich, Gabriel A. D. 
Priaulx, C. N.
Pryor, O. Kenneth 
Prytherch, Mr. and Mrs.
R. H.
Rankin, R. G.
Rappaport, Percy 
Raymond, A. N.
Reeve, Mr. and Mrs.
Archie F.
Reik, Mr. and Mrs. Ray­
mond C.
Reynolds, Mr. and Mrs.
Ward B.
Richards, Paul J. 
Richmond, John P. 
Riedell, Mr. and Mrs.
Charles M.
Rogers, Mr. and Mrs.
Lawrence H.
Rohrbach, Mr. and Mrs.
J. F. D.
Rolnik, Mr. and Mrs. Max 
Root, Miss Edna 
Rosenkampff, Arthur H. 
Rowbotham, Geoffrey G. 
Rucker, Robert H. 
Ruston, Monteath 
Sack, Isidor
Saxton, Delbert F. 
Schaffer, Mr. and Mrs.
Walter L.
Schmidt, Mr. and Mrs.
John H.
Schneider, Mr. and Mrs. 
H.
Scobie, Mr. and Mrs.
John C.
Seebe, Mr. and Mrs.
Roger A.
Seidman, J. S.
Seidman, Mr. and Mrs.
M. L.
Shevit, Frank H.
Simpson, Mr. and Mrs.
Harold B.
Sinclair, Mr. and Mrs.
Prior 
Smart, Robert F.
Smith, Mr. and Mrs.
Alden C.
Smith, Charles M. 
Snelham, Mr. and Mrs. 
J . S .
Spencer, Miss Ruth 
Starkey, Mr. and Mrs.
Rodney F.
Staub, Mr. and Mrs.
Walter A.
Staub, Walter R.
Stempf, Mr. and Mrs.
Victor H.
Stern, I. D.
Stevenson, Dr. and Mrs.
Goodman 
Stewart, Mr. and Mrs.
Andrew 
Stewart, Mr. and Mrs.
Charles A.
Suffern, Philip S.
Taylor, Mr. and Mrs.
Conrad B.
Taylor, Miss D. O. 
Taylor, Mr. and Mrs.
H. D.
Taylor, Otto F.
Teele, Arthur W. 
Terkelsen, M. L.
Thames, Mr. and Mrs.
C. E.
Thomas, Mr. and Mrs.
M. M.
Thompson, Mr. and Mrs.
Charles 
Thorn, Mr. and Mrs.
Ralph E.
Thurston, R. C.
Tillison, Mr. and Mrs.
Robert F.
Tipperman, Simon 
Towns, Charles H.
Tremble, Mr. and Mrs.
Roland N.
Tressider, Miss Charlotte 
E.
Trobridge, Mr. and Mrs. 
C. R.
Troper, Mr. and Mrs.
Morris C.
Tyack, R. W.
Voelker, Bernard H. 
Wagner, Mr. and Mrs.
George 
Walsh, Mr. and Mrs. S. C. 
Warner, Mr. and Mrs.
Philip J.
Warrington, C. W. R. 
Weber, George H. 
Webster, Mr. and Mrs.
Norman E.
Weiler, Mr. and Mrs.
E. T.
Weiss, Miss Florence 
Weiss, W. F.
Weldon, Oscar J. 
Wellington, Mr. and Mrs. 
C. O.
West, Mr. and Mrs. Wil­
liam H.
Wheeler, W. C.
White, Ernest B. 
Wiegand, Peter C. 
Williams, Mr. and Mrs.
John P.
Willing, Lloyd A. 
Willvonseder, Ernest 
Winter, Raymond 
Winton, H. T.
Withey, Mr. and Mrs.
H. A.
Wolfe, Morley S.
Wood, Mr. and Mrs. Rey­
nolds B.
Woods, J. B. Collings 
Wren, James H.
Wulff, John M.
Wynhoff, Louis A.
Young, Arthur 
Youngberg, Oscar J.
R o c h e st e r  
Niles, Mr. and Mrs. Oscar 
L.
Shults, Mr. and Mrs.
Otto A.
Slocum, Mr. and Mrs. 
Sanford G.
S c a rsd a le  
Hawley, Mr. and Mrs.
F. W.
S y r a c u se  
Bennett, Mr. and Mrs. 
George E.
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T ro y
Hannon, Mr. and Mrs. 
Raymond J.
U t ica  
Brown, John McK.
W h it e  P l a in s  
Granger, Mr. and Mrs.
Marshall A.
Hurdman, Mr. and Mrs.
G. Charles 
Penny, Mr. and Mrs. 
Everett J.
NORTH CAROLINA
G r e e n s b o r o  
Perrin, Mr. and Mrs.
G. E.
S a n fo r d  
Muse, John C. 
Underwood, E. M., Jr.
W in s t o n -Sa l e m  
Elberson, Mr. and Mrs. 
Charles E.
OHIO 
A t h e n s  
Otis, Lamar J.
C in c in n a t i 
Seifert, Oliver W.
Starr, Abner J.
C le v e l a n d  
Feller, Mr. and Mrs. John
E. O.
Kiersted, Mr. and Mrs. 
R. W.
McConkie, Mr. and Mrs.
Clayton C.
Pitt, Mr. and Mrs. Ed­
ward L.
Taylor, Mr. and Mrs.
W. J.
Warren, Mr. and Mrs.
R. E.
Wintermute, Lewis 
Zwemmer, Mr. and Mrs.
F. L.
C o lu m b u s  
Taylor, Jacob B.
D a y to n  
Battelle, Gordon S.
Wall, Mr. and Mrs. Hugh
E.
T o led o  
Dalton, Mr. and Mrs.
H. L.
W a r r e n  
Mateer, Mr. and Mrs. 
Ralph F.
OKLAHOMA 
O k la h o m a  C it y  
Williams, Mr. and Mrs. 
T . Dwight
T u lsa  
Clark, Mr. and Mrs.
William L.
Clark, Miss Ruth 
Nicholson, Mr. and Mrs.
W. I., Jr.
Rostet, Wilho W.
Savage, Gershom A.
Tilly, Mr. and Mrs. V. S.
OREGON 
E u g e n e  
Kelly, C. L.
P o r tla n d  
Buell, Mr. and Mrs. S. D. 
Hecox, Frank S. 
Rawlinson, C. E .
Sawtell, Mr. and Mrs.
Alfred R.
Stratford, Ralph B.
PENNSYLVANIA  
Dr e x e l  H il l  
Martin, Mr. and Mrs. 
Frederick
H a r r is b u r g  
Colledge, William W.
L a n c a s t e r  
Beittel, Mr. and Mrs.
Austin M.
Harris, Mr. and Mrs. J. B.
O il  C it y  
Brewster, Mr. and Mrs. 
Maurice A.
P h il a d e l p h ia  
Aitken, Mr. and Mrs.
J. N., Jr.
Clader, Will-A.
Cohen, Mr. and Mrs. 
Harry
Drabenstadt, George R. 
Fischer, Mr. and Mrs. A. 
Karl
Goldenberg, Mr. and Mrs.
Benjamin 
Haas, Clarence R.
Haire, Mr. and Mrs. John 
H.
Hood, John, Jr.
Keim, Mr. and Mrs. Her­
vey C.
Laventhol, Mr. and Mrs.
Lewis J.
Liebman, M.
Main, Mr. and Mrs. Wil­
liam R.
Mathieson, Mr. and Mrs.
John K.
McDowell, Mr. and Mrs.
C. W.
McGarrigle, J. Cyril 
Metzler, Frederick S. 
O’Neill, Mr. and Mrs.
Thomas M.
Parry, Mr. and Mrs.
John C., Jr.
Pugh, Mr. and Mrs. Jo­
seph M.
Ravenscroft, Hubert F. 
Rockey, Mr. and Mrs.
Charles S.
Ross, Mr. and Mrs. T.
Edward 
Small, Francis 
Snyder, John A. 
Steinmeyer, Harry H. 
Trouant, D. L.
Turner, Mr. and Mrs. 
C. L.
Welcker, Mr. and Mrs.
William H.
Zebley, Mr. and Mrs. 
John H., Jr.
P it t sb u r g h  
Bachrach, Mr. and Mrs.
M. D.
Battaglia, Henry J.
Beal, E. S.
Brown, Mr. and Mrs.
John P.
Griffiths, Robert M. 
House, Mr. and Mrs.
Claude W.
Main, Mr. and Mrs.
Frank Wilbur 
Marsh, William F. 
McClelland, O. H. 
Sanderbeck, Mr. and Mrs.
Adrian F.
Sieger, Mr. and Mrs. 
M. S.
White, Mr. and Mrs. J.
C. M.
S c r a n t o n  
Heinbokel, Mr. and Mrs. 
J. F. W .
S t a t e  C o l l e g e  
Rowland, Charles J.
U p p e r  D a r b y  
Barakat, A. B.
W il k e s -B a r r e  
Stapleton, Mr. and Mrs. 
John T.
W il m e r d in g  
Bowser, John V.
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RHODE ISLAND  
P r o v id e n c e  
Baer, Mr. and Mrs. Al­
bert H.
Bugbee, George W. 
Howell, Mr. and Mrs.
Harry E.
Union, Chester R.
SOUTH CAROLINA 
C h a r l e s t o n  
Powers, Mr. and Mrs. 
Martin T.
C o lu m b ia  
Clarkson, A. Crawford 
Hunt, Mr. and Mrs.
James W.
Searson, Louis A.
TENNESSEE  
C h a tta n o o g a  
Menefee, Mr. and Mrs. 
John T.
K n o x v il l e  
Noble, Lindsley H.
M e m p h is  
Carter, M . O.
Everts, Herbert J.
Jay, Mr. and Mrs. Harry 
M.
Matthews, Mr. and Mrs.
James A.
Rawlings, John H. 
Seidman, Philip K.
Smith, William A.
TEXAS 
B e a u m o n t  
Maschek, Mr. and Mrs.
O. H.
Richardson, Mr. and Mrs. 
N. O.
D a lla s  
Anderson, Mr. and Mrs.
Raymond T.
Arthur, Mr. and Mrs.
J. F. Stuart 
Hutchinson, Mr. and Mrs.
J. E., Jr.
McElroy, Joseph 
Moss, Mr. and Mrs. Al­
bert G.
Nye, Mr. and Mrs. L. C.
E l  P aso  
Grider, C. M.
F o r t  W o r th  
Kepple, Mr. and Mrs.
F. E.
Morris, Mr. and Mrs. 
Clifton H.
H o u sto n  
Mohle, Mr. and Mrs.
T. W.
Phillips, Mr. and Mrs.
J. A.
S a n  A n g el o  
F reeze, C . A.
S a n  A n t o n io  
Rodgers, Mr. and Mrs. 
Frank G.
W aco  
U pleger, A . C .
Wilcox, Mr. and Mrs. 
Frank L.
W ic h it a  F a lls  
A llred , John B.
UTAH 
S a lt  L a k e  C it y  
K elly , Mr. a n d  Mrs. L in ­
co ln  G.
VERMONT 
B r a t t l e b o r o  
Springer, Clarence S.
B u r l in g t o n  
B each , Mr. a n d  Mrs. D. E.
S t. J o h n sb u r y  
Brooks, H. S.
VIRGINIA  
C o v in g to n  
Persinger, Mr. and Mrs. 
R. L.
N e w p o r t  N e w s  
Daniels, Mr. and Mrs. 
James A.
N o r fo lk  
Dallas, Emmett P.
Hilton, Mr. and Mrs.
Alfred N.
Rawlings, A. Lee 
Sheffield, Mr. and Mrs.
A. Vernon 
Smith, Mrs. J. Sydney, 
Jr.
Tolleth, Mr. and Mrs.
W. R.
R ic h m o n d  
Andrews, Mr. and Mrs. T.
Coleman 
Burket, Mr. and Mrs.
A. W.
Dickerson, Mr. and Mrs.
Hugh L.
Durham, Mr. and Mrs.
George T.
Elkins, Mr. and Mrs.
W. L.
Goldston, Chesley S. 
Leach, Mr. and Mrs. J. A.,
Jr .Rennie, Mr. and Mrs.
J. A.
Scott, Mr. and Mrs. Guy 
M.
R o a n o k e  
Brown, Mr. and Mrs. 
Clyde A.
WASHINGTON  
S e a t t l e  
Griffith, Don S.
Hoover, S. E.
Hoover, Miss Katherine 
McConahey, James M. 
Racine, Mr. and Mrs.
Samuel F.
White, Mr. and Mrs. 
Rodney D.
WEST VIRGINIA  
H u n t in g t o n  
Somerville, Mr. and Mrs. 
Nathan G.
M o r g a n t o w n  
Steele, Mr. and Mrs. S.
Charles 
Tanner, Mr. and Mrs. 
Louis F.
W h e e l in g  
Hutzell, Hobart S.
Lewis, Howard G.
WISCONSIN 
A p p l e t o n  
Larson, Frans G .
G r e e n  B ay  
Smith, C. I. and niece 
M il w a u k e e  
Dietz, Carl E. 
Kaesshaefer, Raymond P . 
North, Mr. and Mrs.
Alexander F.
Sinclair, Hugh A.
CANADA 
Carr, Mr. and Mrs. Aus­
tin H.
Crowell, Mr. and Mrs.
Harvey E.
Dalglish, Kenneth 
Gowan, Mr. and Mrs.
Alastair A.
Greenwood, Mr. and Mrs. 
S. H.
Hawthorne, Mr. and Mrs.
H. S.
Hayman, G. E.
Jephcott, Gerald
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Mundie, James G. 
Nightingale, Mr. and Mrs.
Frank A.
Nightingale, Miss Phylis 
Parton, John 
Seburn, Mr. and Mrs.
E. A.
Shepard, Mr. and Mrs.
Alfred B.
Sudbury, Mr. and Mrs.
F. T.
Williamson, Mr. and Mrs. 
Rutherford
CUBA 
Bassin, T. A.
Phelan, J. B.
ENGLAND  
Andrews, R. S.
Bankes, Mr. and Mrs.
R. W.
Carter, Mr. and Mrs.
Roger N.
Cutforth, Mr. and Mrs.
A. E.
Davies, Mr. and Mrs.
A. T.
Garrett, Mr. and Mrs.
A. A.
Hill, Mr. and Mrs.
H. L. H.
Holman, Mr. and Mrs.
Walter 
Jones, A. E.
Keens, Sir Thomas 
Latham, Mr. and Mrs. 
J. C.
Morgan, Mr. and Mrs.
Henry 
Nelson, C. Hewetson 
Robson, Lawrence
FRANCE  
Seatree, W. Ernest
GERMANY  
Berliner, Dr. and Mrs.
Adolf 
Buhler, Dr. 
Matthiessen, Dr. 
Mossinger, E. 
Schiffman, Dr. Walram 
Schwoon, Melchior 
Velder, Dr.
Wollert, Dr.
HAWAII 
Tennent, Hugh C.
IRELAND  
Brock, Gabriel 
Goodall, Thomas
JAPAN
Seki, G.
MEXICO 
Alatriste, Mr. and Mrs.
Roberto Casas 
Chavero, Mr. and Mrs.
Alfredo 
Prieto, Alejandro
PUERTO RICO 
Waymouth, Mr. and Mrs. 
William A.
SCOTLAND 
Annan, Mr. and Mrs.
William 
Biggar, John M.
Gordon, James A. 
Mitchell, Matthew
THE NETHERLANDS  
van Dien, Mr. and Mrs. E
APPENDIX
I n  1 8 8 7, after the fou n ders  
of the A m erica n  A sso c ia tio n  of 
P u b lic  A ccou n tan ts had a dop t­
ed a constitu tion  and by-law s, 
they affixed their sign atu res to 
a booklet con ta in ing  these docu­
m ents. The pages of the booklet 
show ing the signatures of the 
fou n ders are here reproduced.


THE AMERICAN INSTITUTE OF ACCOUNTANTS
C e r t if ic a t e  o f  I n c o r p o r a t io n
We, the undersigned, John E. Bates, Howard C. Beck and Joseph E. 
Sterrett, all of whom are persons of full age and citizens of the United 
States, and a majority of whom are citizens of the District of Columbia, 
desiring to associate ourselves for the purpose of forming a corporation 
under and by virtue of the provisions of subchapter 111, of chapter 
X V III, of an act of congress entitled “ An act to establish a code of 
law for the District of Columbia” approved March 3, 1901, and the 
acts amendatory thereof and supplemental thereto, do hereby certify, 
as follows:
F irst: The name or title by which such corporation shall be known in 
law is “ T h e  I n s t it u t e  o f  A c c o u n t a n t s  i n  t h e  U n it e d  S t a t e s  o f  
A m e r ic a . ”
Second: The term for which it is organized is perpetual.
T h ird : The particular business and objects of the corporation a re : to 
unite the accountancy profession of the United States of America; to 
promote and maintain high professional and moral standards; to safe­
guard the interests of public accountants; to advance the science of 
accountancy; to develop and improve accountancy education; to 
provide for the examination of candidates for membership; and to 
encourage cordial intercourse among accountants practising in the 
United States of America.
Fourth: The number of its trustees, directors or managers for the 
first year of its existence is thirty-nine.
I n  w it n e s s  w h e r e o f , we have made, signed and acknowledged the 
foregoing certificate this twenty-third day of May in the year one 
thousand nine hundred and sixteen.
(Signed) J o h n  E . B a t e s ,
H o w a r d  C . B e c k , 
J o s e p h  E . S t e r r e t t .
City of Washington,   s.:
District of Columbia  
I, Charles E. Riordan, a notary public, in and for the District of 
Columbia, do hereby certify that John E. Bates, Howard C. Beck and 
Joseph E. Sterrett, being personally well known to me as the persons 
whose names are signed to the certificate of incorporation, hereto 
annexed, bearing date the 23rd day of May, 1916, personally appeared 
before me in said district, on said day and separately, severally and 
individually acknowledged the same before me, and that they severally 
signed the same for the purposes therein set forth.
Given under my hand and notarial seal this 23rd day of May, 1916.
n o t a r ia l  (Signed) C h a r l e s  E. R io r d a n ,
s e a l  Notary Public.
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O f f ic e  o f  t h e  R e c o r d e r  o f  D e e d s  
District of Columbia.
This is to certify that the foregoing is a true and verified copy of the 
certificate of incorporation of “ The Institute of Accountants in the 
United States of America,” and of the whole of said certificate, as filed 
in this office the 23rd day of May, A. D. 1916.
In testimony whereof, I have hereunto set my hand and affixed the 
seal of this office this 23rd day of May, A. D. 1916.
(Signed) R. W. D u t t o n , 
Deputy and Acting Recorder of Deeds, D. C.
C e r t if ic a t e  o f  C h a n g e  o f  N a m e
We the undersigned, W. Sanders Davies, president, and A. P. 
Richardson, secretary, respectively, of the Institute of Accountants in 
the United States of America, a corporation formed under and by virtue 
of the provisions of subchapter 111 of chapter X V III of an act of 
Congress entitled “ An act to establish a code of law for the District of 
Columbia,” approved March 3, 1901, and the acts amendatory thereof 
and supplemental thereto, do hereby certify, pursuant to the provisions 
of section 602 of said act, as follows:
First. T hat the written consents to the change of name of said cor­
poration to “ The American Institute of Accountants” have been duly 
given by more than two-thirds of the members of its governing board, 
known as its “ council,” to wit: by 32 members of said council, out of 
a total membership of thirty-nine.
Second. T hat attached hereto are the original written consents of 
said thirty-two members of said council.
Third. T hat the original name of said corporation was The Institute 
of Accountants in the United States of America, and the new name by 
virtue of such consents and of the filing of this certificate will be “ The 
American Institute of Accountants.”
Fourth. That the term of corporate existence as specified in the 
original certificate of incorporation thereof, and as continued hereby, is 
perpetual.
In  w it n e s s  w h e r e o f , we have hereunto subscribed our names this 
16th day of January, 1917.
W. S a n d e r s  D a v i e s , President.
A. P. R ic h a r d s o n , Secretary.
State of New York   s.:
County of New York  
I, W. C. Lawson, a notary public, in and for the county of New York, 
in the state of New York, do hereby certify th a t W. Sanders Davies 
and A. P. Richardson, being personally well known to me as the per­
sons whose names are signed to the foregoing certificate bearing date 
the 16th day of January, 1917, personally appeared before me in said 
county on said day, and separately, severally and individually ac­
knowledged the same before me, and that they severally signed the 
same for the purposes herein set forth.
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Given under my hand and notarial seal this 16th day of January, 
1917.
no tarial  W. C. L a w so n , Notary Public.
SEAL
Notary Public, Kings County, with certificate filed in New York 
County 171.
AM ERICAN SOCIETY OF C E R TIFIED  PUBLIC 
ACCOUNTANTS
C ertificate  of  Incorporation
We, the undersigned, being more than twenty-one years old and 
citizens of the United States of America, and a majority of us being 
citizens of the District of Columbia, do now under and by virtue of the 
laws in force in the District of Columbia, for tha t purpose, make, sign 
and acknowledge this certificate in writing for the purpose of incorpo­
rating the corporation herein named.
F ir st . The name of this corporation, and by which it shall be known 
in law, is “ American Society of Certified Public Accountants.”
S e co nd . The time for which it is organized is perpetual.
T h ir d . The purposes for which it is organized a re : The preservation 
of the integrity of the certificate of Certified Public Acountant; the 
establishment of uniform examinations for the certificate of Certified 
Public Accountant, subject to the cooperation and approval of the 
various state boards of accountancy; the mutual benefit of and assist­
ance to its members, and for the educational advancement of the 
profession of public accountancy.
F o u r t h : The principal office of this corporation shall be in Washing­
ton, District of Columbia.
F if t h : The affairs of this corporation shall be under the supervision, 
for the first year of its existence, of a board of trustees, composed of the 
undersigned incorporators.
D o n e  a t  W a sh in g to n , D istrict  of C o lu m bia , this 5th d ay  of 
D ecem ber, 1921.
(Signed) J e a n  P a u l  M uller  
W il b u r  L. H arriso n  
John  Jacob M iller
I, C. Pearl Keck, a notary public in and for the District of Columbia, 
an officer authorized to take acknowledgments of deeds in the District 
of Columbia, do hereby certify that Jean Paul Muller, 423 Woodward 
Building, Washington, D. C., Wilbur Lake Harrison, 421 Woodward 
Building, Washington, D. C., parties to the foregoing annexed certifi­
cate bearing the date of December 5, 1921, being personally well known 
to me as the persons who executed the foregoing, each personally 
appeared before me in the District of Columbia, this 5th day of 
December, 1921, and acknowledged the same to be their act and deed. 
no tarial  (Signed) C. P e a r l  K e c k ,
sea l  Notary Public.
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D ist r ic t  o f  C o l u m b ia , to wit:
I, Harry J. Gerrity, a notary public in and for the District of Colum­
bia, an officer authorized to take acknowledgments of deeds in the 
District of Columbia, do hereby certify that John Jacob Miller, 
Munsey Building, Washington, D. C., party to the foregoing annexed 
certificate bearing date of December 5, 1921, being personally well 
known to me as the person who executed the foregoing, personally 
appeared before me in the District of Columbia on this 5th day of 
December, 1921, and acknowledged the same to be his act and deed. 
notarial (Signed) Harry J. Gerrity,
seal Notary Public.
TH E  AM ERICAN ASSOCIATION OF PUBLIC ACCOUNTANTS
C e r t if ic a t e  o f  I n c o r p o r a t io n
S t a t e  o f  N e w  Y o r k    s.:
City and County of New York 
Be it  k n o w n , th a t  w e:
Robert L. Fabian, of New York City,
James Yalden, of New York City,
Wm. Calhoun, of New York City,
W alter H. P. Veysey, of New York City,
M ark C. Mirick, of New York City,
Charles H. W. Sibley, of New York City,
Rodney McLaughlin, of Boston, Mass.,
John Heins, of Philadelphia, Penn.,
being persons of full age and citizens of the United States, and the 
majority being also citizens of the State of New York, desiring to 
associate ourselves for social and benefit purposes, do hereby certify in 
writing, as follows, to w it:
F i r s t : T hat the name or title by which such society shall be known 
in law is
“ T h e  A m e r ic a n  A sso c ia t io n  o f  P u b l ic  A c c o u n t a n t s .”
S e c o n d : The particular business and object of such society is to as­
sociate into a society or guild for their mutual benefit and advantage 
the best and most capable public accountants practicing in the United 
S tates; and through such association to elevate the profession of public 
accountants as a whole, and to promote the efficiency and usefulness of 
members of such society, by compelling the observance of strict rules 
of conduct as a condition of membership, and by establishing a high 
standard of professional attainm ents through general education and 
knowledge and otherwise; and to transact such business as may be 
necessary and incident to the establishment and conduct of an associa­
tion for the foregoing purposes.
T h i r d : The number of trustees, directors or managers, to manage 
the same shall be eight, and the names of the trustees, directors or 
managers for the first year of its existence are as follows, viz.:
Robert L. Fabian, James Yalden, Wm. Calhoun, W alter H. P.
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Veysey, M ark C. Mirick, Charles H. W. Sibley, Rodney McLaughlin, 
and John Heins.
F o u r t h : The district in which the principal office of such company 
or association shall be located is in the City, County and State of 
New York.
In t e s t im o n y  w h e r e o f  we have made and signed the foregoing 
certificate, this twentieth day of August in the year one thousand eight 
hundred and eighty-seven.
(Signed) J. Y a l d e n ,
J o h n  H e i n s ,
W a l t e r  H . P . V e y s e y , 
M . C . M ir ic k ,
C . H . W . S ib l e y ,
R o b t . L . F a b i a n ,
W m . C a l h o u n ,
R o d n e y  M cL a u g h l in .
S t a t e  o f  N e w  Y o r k    s.:
City and County of New York 
I, Charles Donohue, Justice of the Supreme Court of the State of 
New York, certify tha t the foregoing certificate has been submitted 
to, and examined by me, and is properly drawn and signed, and that 
the same is in conformity with the constitution and laws of this State, 
and tha t the purpose for which the society or club is to be incorporated 
is not repugnant to any statute of this State, or prohibited thereby; 
and the same is hereby approved and the filing of this certificate 
consented to.
In  t e s t im o n y  w h e r e o f , I have hereunto set my hand this 20th day 
of September, A. D. 1887.
(Signed) C . D o n o h u e .
THE BEGINNINGS OF STATE ACCOUNTANCY
LEGISLATION AND ORGANIZATIONS
ALABAMA
F i r s t  A c c o u n t a n c y  L a w
A l a b a m a  S t a t e  A s s o c ia t io n  o f  P u b l i c  A c c o u n t a n t s  
Now: A l a b a m a  S o c i e t y  o f  C e r t i f i e d  P u b l i c  A c ­
c o u n t a n t s
President H. S. Miller
Secretary-Treasurer J. A. Harden
ARIZONA
F ir s t  A c c o u n t a n c y  L a w
A r iz o n a  S o c i e t y  o f  P u b l i c  A c c o u n t a n t s
President R. L. Jones
Vice-president A. W. Crane
Secretary Arthur C. Rogers
Treasurer W alter A. Wood
ARKANSAS
F i r s t  A c c o u n t a n c y  L a w
A r k a n s a s  S o c i e t y  o f  C e r t i f i e d  P u b l i c  A c c o u n t a n t s
President Frank W ittenberg
Secretary J. I. Trawick
Treasurer H. W. Hennegin
CALIFORNIA
F ir s t  A c c o u n t a n c y  L a w
C a l i f o r n i a  S t a t e  S o c i e t y  o f  C e r t i f i e d  P u b l i c   
A c c o u n t a n t s  J
President George R. Webster
Vice-president Stanley Pedder
Secretary-Treasurer John F. Forbes
Director George T. Klink
N o t e .— The information set forth on this and following pages was obtained by a 
search of old documents relating to the early days of accountancy in this country and 
with the cooperation of the officers of the present accounting societies of the several 
states. In each case the earliest society of record is noted, and the first officers listed 
are the officers of that society, where they are known. The present society is not in 
every case the direct successor of the society first organized.
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Enacted 1919 
Founded 1919
Enacted 1919 
Founded 1919
Enacted 1915 
Founded 1916
Enacted 1901 
Founded 1909
COLORADO
APPENDIX 509
F ir s t  A c c o u n t a n c y  L a w  
C o lo r a d o  S o c ie t y  o f  P u b l ic  A c c o u n t a n t s  
Now: C o lo rad o  S o c ie t y  o f  C e r t if ie d  P u b l ic  A c­
c o u n t a n t s
Enacted 1907 
  Founded 1904
President W. C. Loughbom
First vice-president H. H. Mitchell
Second vice-president James B. Hogarth
Third vice-president Stillman R. Slocum
Secretary A. E. Fowlie
Treasurer E. F. Arthur
CONNECTICUT
Enacted 1907 
Founded 1908
F ir s t  A c c o u n t a n c y  L a w
C o n n e c t ic u t  S o c ie t y  o f  C e r t if ie d  P u b l ic  A c c o u n t ­
a n t s
President Harry Treat Beers
Vice-president Frederick Willis Child
Secretary Frederick Cyrus Manvel
Treasurer John Hall Bowman
DELAWARE
Enacted 1913 
Founded 1914
F ir s t  A c c o u n t a n c y  L a w
D e l a w a r e  S o c ie t y  o f  C e r t if ie d  P u b l ic  A c c o u n t ­
a n t s
President Clifford E. Iszard
Secretary T. Whitney Iszard
Treasurer Edw. M. Stradley
DISTRICT OF COLUMBIA
Enacted 1923 
Founded 1921
F ir s t  A c c o u n t a n c y  L a w
D is t r ic t  o f  C o l u m b ia  In s t it u t e  o f  A c c o u n t a n t s  
Now: D ist r ic t  o f  C o l u m b ia  I n s t it u t e  o f  C e r t if ie d  
P u b l ic  A c c o u n t a n t s
President William Clabaugh
Vice-president Frank E. Webner
Secretary-Treasurer James A. Councilor
FLORIDA
F ir s t  A c c o u n t a n c y  L a w
F l o r id a  S o c ie t y  o f  A c c o u n t a n t s
Now: F l o r id a  In s t it u t e  o f  A c c o u n t a n t s
Enacted 1905 
Founded 1905
President W alter Mucklow
Vice-presidents T. G. Hutchinson
Edward G. Trenholm 
Secretary Russell W. Bennett
Treasurer Arnold P. Mickler
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GEORGIA
F ir s t  A c c o u n t a n c y  L a w
G eo r g ia  S t a t e  A sso c ia t io n  o f  P u b l ic  A c c o u n t a n t s  
Now: G e o r g ia  S o c ie t y  o f  C e r t if ie d  P u b l ic  A c­
c o u n t a n t s
President A. J. Haltiwanger
IDAHO
F ir s t  A c c o u n t a n c y  L a w
Id a h o  S o c ie t y  o f  C e r t if ie d  P u b l ic  A c c o u n t a n t s  
President O. E. Cannon
Vice-president James Munro
Enacted 1917 
Founded 1918
Secretary-Treasurer Jeremiah W. Robinson
ILLINOIS
F ir s t  A c c o u n t a n c y  L a w  
Il l in o is  A sso c ia t io n  o f  P u b l ic  A c c o u n t a n t s  
Now: Il l in o is  S o c ie t y  o f  C e r t if ie d  P u b l ic  A c­
c o u n t a n t s
President
Vice-president
Secretary-Treasurer
Allen R. Smart 
J. Porter Joplin 
Edward E. Gore
INDIANA
F ir s t  A c c o u n t a n c y  L a w
I n d ia n a  A sso c ia t io n  o f  C e r t if ie d  P u b l ic  A c c o u n t ­
a n t s
President C. L. Coen
Vice-president H. A. Roney
Secretary C. E. Freeman
Treasurer A. P. Holt
Enacted 1903 
Founded 1903
Enacted 1915 
Founded 1915
IOWA
F ir s t  A c c o u n t a n c y  L a w
I o w a  S o c ie t y  o f  C e r t if ie d  P u b l ic  A c c o u n t a n t s
President H. N. Holdsworth
Vice-president George Schillinglaw
Secretary E. G. Prouty
Treasurer Fritz Becker
KANSAS
F ir s t  A c c o u n t a n c y  L a w
K a n s a s  I n s t it u t e  o f  C e r t if ie d  P u b l ic  A c c o u n t ­
ANTS
Now: K a n s a s  S o c ie t y  o f  C e r t if ie d  P u b l ic  A c c o u n t ­
a n t s
President Clinton H. Montgomery
Vice-president J. E. Caton
Secretary-Treasurer J. D. M. Crockett
Enacted 1915 
Founded 1914
Enacted 1915
Founded 1921
Enacted 1908 
Founded 1904
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KENTUCKY
F ir s t  A c c o u n t a n c y  L a w  
K e n t u c k y  S o c ie t y  o f  P u b l ic  A c c o u n t a n t s  
Now: K e n t u c k y  S o c ie t y  o f  C e r t if ie d  P u b l ic  A c­
c o u n t a n t s
President Ben C. Weaver
Secretary C. W. Banta
LOUISIANA
F ir s t  A c c o u n t a n c y  L a w
L o u is ia n a  S o c ie t y  o f  C e r t if ie d  P u b l ic  A c c o u n t ­
a n t s
Now: S o c ie t y  o f  L o u is ia n a  C e r t if ie d  P u b l ic  Ac­
c o u n t a n t s
President Emile Bienvenu
Vice-president H. J. Jumonville
Secretary George A. Turner
Treasurer J. Albert Coil
Enacted 1908
Founded 1909
M AINE
F ir s t  A c c o u n t a n c y  L a w
M a i n e  S o c ie t y  o f  C e r t if ie d  P u b l ic  A c c o u n t a n t s  
Now: M a in e  S o c ie t y  o f  P u b l ic  A c c o u n t a n t s
Enacted 1913 
Founded 1924
President
Treasurer
Chester M. Foss 
Earle H. Cunningham
MARYLAND
F ir s t  A c c o u n t a n c y  L a w
M a r y l a n d  A sso c ia t io n  o f  C e r t if ie d  P u b l ic  A c­
c o u n t a n t s
President Max Teichmann
Vice-president Ferdinand L. Brauns
Secretary Eugene Greenway
Treasurer Frank Blacklock
MASSACHUSETTS 
F ir st  A c c o u n t a n c y  L a w
M a s s a c h u s e t t s  S o c ie t y  o f  P u b l ic  A c c o u n t a n t s  
Now: M a s s a c h u s e t t s  S o c ie t y  o f  C e r t if ie d  P u b l ic  
A c c o u n t a n t s
President
Vice-president
Secretary
Treasurer
Auditor
Amos D. Albee 
William F. Hall 
Harvey S. Chase 
Charles F. Kellogg 
Augustus Nickerson
Enacted 1916 
Founded 1908
Enacted 1900 
Founded 1901
Enacted 1909 
Founded 1899
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MICHIGAN
F ir s t  A c c o u n t a n c y  L a w
N a t io n a l  A sso c ia t io n  o f  A c c o u n t a n t s  a n d  B o o k ­
k e e p e r s
Now: M ic h ig a n  A sso c ia t io n  o f  C e r t if ie d  P u b l ic  
A c c o u n t a n t s
Enacted 1905
Founded 1896
Organizers Elmer H. Beach 
William H. Brook 
John H. Clegg 
William Thorne
MINNESOTA
F ir s t  A c c o u n t a n c y  L a w  
M in n e s o t a  S o c ie t y  o f  P u b l ic  A c c o u n t a n t s  
Now: M in n e s o t a  S o c ie t y  o f  C e r t if ie d  P u b l ic  A c­
c o u n t a n t s
Enacted 1909 
Founded 1904
President
Vice-president
Secretary
Treasurer
H. M. Temple 
Fred H. Wendell 
W. B. Bend 
E. K. Wilcox
M ISSISSIPPI
Enacted 1920 
Founded 1920
Enacted 1909 
Founded 1904
President
First vice-president 
Second vice-president 
Secretary 
Treasurer 
Auditor
Benjamin Franklin, Jr. 
William K. Spinney 
F. A. Wright 
H. T. Westermann 
J. Sylvanus 
J. Percival Smith
MONTANA
F ir s t  A c c o u n t a n c y  L a w
M o n t a n a  S t a t e  S o c ie t y  o f  P u b l ic  A c c o u n t a n t s  
Now: M o n t a n a  S o c ie t y  o f  C e r t if ie d  P u b l ic  A c­
c o u n t a n t s
President
Secretary
Louis G. Peloubet 
Donald Arthur
F ir s t  A c c o u n t a n c y  L a w
M is s is s ip p i  S o c i e t y  o f  C e r t i f i e d  P u b l i c  Ac­
c o u n t a n t s
President Nelson E. Taylor
Vice-president D. D. Ewing
Secretary L. A. Williams
Treasurer W. E. Kennedy
MISSOURI
F ir s t  A c c o u n t a n c y  L a w  
M is s o u r i  S o c ie t y  o f  P u b l ic  A c c o u n t a n t s  
Now: M is s o u r i  S o c ie t y  o f  C e r t if ie d  P u b l ic  A c­
c o u n t a n t s
Enacted 1909 
Founded 1909
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NEBRASKA
F ir s t  A c c o u n t a n c y  L a w  
S o c ie t y  o f  P u b l ic  A c c o u n t a n t s  o f  N e b r a s k a  
Now: N e b r a s k a  S o c ie t y  o f  C e r t if ie d  P u b l ic  A c­
c o u n t a n t s
Enacted 1909 
Founded 1923
President
Vice-president
Secretary
Treasurer
F ir s t  A c c o u n t a n c y  L a w  
No society of record.
H. C. Moeller 
E. C. Babcock 
William Bryden 
Dana Cole
NEVADA
Enacted 1913
NEW HAM PSHIRE 
F ir s t  A c c o u n t a n c y  L a w
N e w  H a m p s h ir e  S o c ie t y  o f  C e r t if ie d  P u b l ic  A c­
c o u n t a n t s
President Archie M. Peisch
Vice-president Clarence H. Wright
Secretary-Treasurer Hiram B. Haskell
Enacted 1917 
Founded 1929
NEW JERSEY
F ir s t  A c c o u n t a n c y  L a w Enacted 1904
S o c ie t y  o f  C e r t if ie d  P u b l ic  A c c o u n t a n t s  o f  t h e   
S t a t e  o f  N e w  J e r s e y  
Now: N e w  J e r s e y  S o c ie t y  o f  C e r t if ie d  P u b l ic  A c­
c o u n t a n t s
President Richard P. Stevens
Vice-president Andrew S. Patterson
Secretary-Treasurer Leonard H. Conant
Founded 1898
NEW MEXICO
F ir s t  A c c o u n t a n c y  L a w
N e w  M e x ic o  S o c ie t y  o f  C e r t if ie d  P u b l ic  A c c o u n t ­
a n t s
Enacted 1921 
Founded 1930
President
Vice-president
Secretary
R. D. Jones 
J. Bryan Stephenson 
Rodney B. Horton
NEW  YORK
F ir s t  A c c o u n t a n c y  L a w
N e w  Y o r k  S t a t e  S o c ie t y  o f  C e r t if ie d  P u b l ic  A c­
c o u n t a n t s
Enacted 1896 
Founded 1897
President
Vice-president
Secretary
Treasurer
Charles Waldo Haskins 
John Hourigan 
Arthur W. Teele 
Hamilton S. Corwin
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NORTH CAROLINA 
F ir s t  A c c o u n t a n c y  L a w
N o r th  C a r o l in a  S t a t e  S o c ie t y  o f  P u b l ic  A c c o u n t ­
a n t s
Now: N o r t h  C a r o l in a  A sso c ia t io n  o f  C e r t if ie d  
P u b l ic  A c c o u n t a n t s
President Charles Norman Goodno
Vice-president J. B. McCabe
Secretary-Treasurer George E. Wood
NORTH DAKOTA 
F ir s t  A c c o u n t a n c y  L a w
N o r th  D a k o t a  S o c ie t y  o f  C e r t if ie d  P u b l ic  Ac­
c o u n t a n t s
President I. B. Krueger
Vice-president J. W. Wilkerson
Secretary-Treasurer Arthur Blegen
OHIO
F i r s t  A c c o u n t a n c y  L a w  
O h io  S o c i e t y  o f  P u b l i c  A c c o u n t a n t s  
Now: O h io  S o c i e t y  o f  C e r t if ie d  P u b l ic  A c c o u n t ­
a n t s
Enacted 1913
Founded 1919
Enacted 1913 
Founded 1929
Enacted 1908 
Founded 1903
President 
Vice-president 
Secretary- Treasurer
J. S. M. Goodloe 
L. O. Fisher 
Guy H. Kennedy
Enacted 1917 
Founded 1918
Enacted 1913 
Founded 1908
President 
Vice-president 
Secretary- Treasurer 
Auditor
W. R. Mackenzie 
J. J. Chambreau 
Arthur Berridge 
Alex C. Rae
PENNSYLVANIA 
F ir s t  A c c o u n t a n c y  L a w
P e n n s y l v a n ia  I n s t it u t e  o f  C e r t if ie d  P u b l ic  A c­
c o u n t a n t s
President John Heins
Vice-president John Vaughan
Secretary Joseph E. Sterrett
Treasurer William M. Lybrand
Enacted 1899 
Founded 1897
OKLAHOMA
F ir s t  A c c o u n t a n c y  L a w
O k la h o m a  S o c ie t y  o f  C e r t if ie d  P u b l ic  A c c o u n t ­
a n t s
President L. E. Cahill
Secretary W. O. Ligon, Jr.
Treasurer Fay J. Downie
OREGON
F ir s t  A c c o u n t a n c y  L a w
O r e g o n  S t a t e  S o c ie t y  o f  P u b l ic  A c c o u n t a n t s  
Now: O r e g o n  S t a t e  S o c ie t y  o f  C e r t if ie d  P u b l ic  
A c c o u n t a n t s
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RHODE IS L A N D  
F ir s t  A c c o u n t a n c y  L a w  
R h o d e  I s l a n d  S o c ie t y  o f  P u b l ic  A c c o u n t a n t s  
Now: R h o d e  I s l a n d  S o c ie t y  o f  C e r t if ie d  P u b l ic  
A c c o u n t a n t s
President Frederick W. Barney
Vice-president George H. Ware
Secretary-Treasurer Clarence E. Wardsworth
S O U T H  D A K O T A  
F ir s t  A c c o u n t a n c y  L a w  
S o u t h  D a k o t a  S o c ie t y  o f  P u b l ic  A c c o u n t a n t s  
Now: S o u t h  D a k o t a  S o c ie t y  o f  C e r t if ie d  P u b l ic  
A c c o u n t a n t s
President F. B. Eckert
Vice-president C. C. Crandall
Secretary-Treasurer M. T. Coogan 
Auditor H. W. Gardner
TENNESSEE
F ir s t  A c c o u n t a n c y  L a w  
T e n n e s s e e  S o c ie t y  o f  P u b l ic  A c c o u n t a n t s  
Now: T e n n e s s e e  S o c ie t y  o f  C e r t if ie d  P u b l ic  A c­
c o u n t a n t s
President Charles Flisher
TEXAS
F ir s t  A c c o u n t a n c y  L a w  
T e x a s  S t a t e  S o c ie t y  o f  P u b l ic  A c c o u n t a n t s  
Now: T e x a s  S o c ie t y  o f  C e r t if ie d  P u b l ic  A c c o u n t ­
a n t s
President
Secretary- Treasurer
H. E. Gordon 
W. F. Peter
UTAH
F ir s t  A c c o u n t a n c y  L a w  Enacted 1907
U t a h  A sso c ia t io n  o f  C e r t if ie d  P u b l ic  A c c o u n t ­
a n t s
President R. G. Abbey
Vice-president Lincoln G. Kelly
Secretary-Treasurer B. F. Reeves
Founded 1920
Enacted 1906 
Founded 1905
SOUTH CAROLINA 
F ir s t  A c c o u n t a n c y  L a w
S o u t h  C a r o l in a  A sso c ia t io n  o f  C e r t if ie d  P u b l ic  
A c c o u n t a n t s
President A. C. Clarkson
Vice-president John M. Palm
Secretary-Treasurer L. A. Searson
Enacted 1915 
Founded 1921
Enacted 1917 
Founded 1917
Enacted 1913 
Founded 1904
Enacted 1915 
Founded 1911
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VERMONT
F ir s t  A c c o u n t a n c y  L a w
V e r m o n t  S o c ie t y  o f  C e r t if ie d  P u b l ic  A c c o u n t a n t s  
President Orris H . P ark er
Vice-president F ra n c is  C . D e r b y
Secretary-Treasurer A d rian  E . H o lm e s
VIRGINIA
F ir s t  A c c o u n t a n c y  L a w
V ir g in ia  S o c ie t y  o f  P u b l ic  A c c o u n t a n t s
President W. P. Hilton
Secretary E. A. Barber, Jr.
WASHINGTON
F ir s t  A c c o u n t a n c y  L a w
W a s h in g t o n  S o c ie t y  o f  C e r t if ie d  P u b l ic  A c c o u n t ­
a n t s
First Officers not Known.
WEST VIRGINIA
F ir st  A c c o u n t a n c y  L a w
A sso c ia t io n  o f  C e r t if ie d  P u b l ic  A c c o u n t a n t s  in  
W e s t  V ir g in ia
Now: W e s t  V ir g in ia  S o c ie t y  o f  C e r t if ie d  P u b l ic  
A c c o u n t a n t s
President W. T. Green
First vice-president W. O. Dickey 
Second vice-president S. C. Boord 
Secretary David A. Jayne
Treasurer Okey K. Hayslip
WISCONSIN
F ir s t  A c c o u n t a n c y  L a w
W is c o n s in  A sso c ia t io n  o f  P u b l ic  A c c o u n t a n t s
Now: W is c o n s in  S o c i e t y  o f  C e r t i f i e d  P u b l i c  Ac­
c o u n t a n t s
President Henry Schneider
Vice-president W alter H. Wright
Secretary-Treasurer Samuel S. Weil
WYOMING
F ir s t  A c c o u n t a n c y  L a w
W y o m in g  S o c ie t y  o f  C e r t if ie d  P u b l ic  A c c o u n t ­
a n t s
First Officers not Known.
Enacted 1912 
Founded 1929
Enacted 1910 
Founded 1909
Enacted 1903 
Founded 1903
Enacted 1911 
Founded 1919
Enacted 1913 
Founded 1905
Enacted 1911 
Founded 1920
FIRST PUBLIC DISCUSSION OF ACCOUNTANCY
LEGISLATION IN THE UNITED STATES
M e e t i n g  o f  P u b l i c  A c c o u n t a n t s  P r a c t i s i n g  i n  
N e w  Y o r k
T he following is an ex trac t from the  m inu te  book of the  A m eri­
can Association of Public A ccountants for the  y ear 1895:
A meeting of Public Accountants practising in New York city was 
held a t 111 Broadway in pursuance of a circular letter of which the 
following is a copy:
“ A Bill has been introduced in the Senate, the object of which is to 
have public accountants recognized and registered by the Regents of 
the University of the State of New York.
“ As the Bill is in the interest of all practising public accountants, it 
seems proper that the terms of the Bill should be in accordance with 
their views; for the purpose of taking action in tha t direction you are 
requested to attend a meeting of Public Accountants to be held a t the 
Real Estate Salesroom, 111 Broadway, on Wednesday March 13, 
1895. The rooms will be open a t 3 o’clock p.m. and the meeting will 
be called to order a t 4 o’clock prompt.
“ In order that all the members of the profession may be present, 
will you kindly bring the m atter before such as you may know, as 
only those whose names are in the last business directory have been
“ New York March 11th, 1895.”
The gentlemen whose names are hereunder recorded attended the 
meeting.
notified.
Francis Gottsberger 
Richard F. Stevens 
H. Harney
Richard M. Chapman 
Frank Broaker 
W. Sanders Davies 
Thos. E. Arnold 
H. W. Abbott 
Sam’l H. Jenkins 
Thos. Cullen Roberts 
W. J. Duggett 
R. M. Bergtheil 
Wm. H. Clapp 
A. A. Clarke 
Hudson Campbell 
J. Yalden 
Capel E. le Jeune 
Chas. Gray
145 Broadway 
Prudential Bldg. 
95 Nassau St. 
114 Nassau St. 
114 Nassau St. 
45 Broadway 
206 Broadway 
37 Gold St.
26 Cortlandt St, 
44 Broadway 
31 Nassau St.
11 Pine St.
160 Fifth Ave. 
35 Pine St.
56 Pine St. 
56 Pine St.
33 Pine St.
16 Exchange Place
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Wm. H. Veysey 
M. C. Merick 
J. R. Sparrow 
J. W. Kelly 
Charles Both 
Charles Dutton 
Geo. Tomey 
J. Lindsay Reid 
Henry R. M. Cook 
E. L. Broadman 
G. D. Phelps 
W. C. Eddey 
A. P. Walker 
W. M. Brooks
44 Broadway 
401 Broadway
31 Nassau St. 
31 Broad St. 
Bennett BIdg. 
31 Nassau St. 
27 Pine St.
29 Pine St.
35 Pine St. 
2 Wall St.
143 Liberty St. 
10 East 14 St.
11 Pine St. 
11 Pine St.
and others
The meeting being called to order a t 4 p.m., elected Mr. Richard 
F. Stevens, chairman, and Mr. T. Cullen Roberts, secretary.
The chairman called upon Mr. Francis Gottsberger to address the 
meeting.
Mr. Gottsberger in the course of his remarks stated th a t a  Bill 
dated 20 February 1895, No. 510, had been presented to the Senate by 
Senator Bradley, and had been committed to the Committee on Litera­
ture. This bill was to authorize the Regents of the State of New York 
to license public accountants, and to provide for the registration of such 
licenses, and to  prevent unlicensed persons from practising as public 
accountants.
[The bill was read by Mr. Gottsberger.]
He further stated th a t another Bill had been introduced to the As­
sembly by Assemblyman Wild, dated 6 March 1895, No. 1290, and 
had been referred to the Committee on General Laws. This bill was to 
regulate the profession of public accountants.
[This bill was also read by Mr. Gottsberger.]
Mr. Gottsberger thought the first bill required an interpretation as 
to what a  “ Public Accountant” was, and proceeded to offer the follow­
ing definition—“ The term  public accountant is meant to designate 
any person who shall follow as his sole profession the examination of 
books of account, and accounts, the auditing of the same, preparing 
statements of accounts for Surrogate or other courts, for defining the 
interests of individuals or partners in business, for showing the condi­
tion of corporations, or any other matters relating to accounts, for 
public or private use, such employment being sought from the public 
a t large and not from any single individual or corporation.”
He then moved the adoption of the following resolution:
W h e r e a s , A Bill is now before the Legislature of the State of New 
York wherein the Regents of the University of the State of New York 
are empowered to recognize and issue certificates to Public Accountants:
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R e s o l v e d
T hat this meeting representing practising Public Accountants of 
the City of New York respectfully request the passage of said Bill;
R e s o l v e d
T hat a committee of twelve be appointed by the chair—the com­
mittee to have full power to represent this meeting and take such action 
as in their opinion may be deemed proper to forward the passage of the 
bill. The Chairman and Secretary to be members of such Committee 
ex officio.
The motion having been seconded, Mr. Yalden spoke to the resolu­
tion and offered an opinion tha t either of the Bills should be open to 
any practising Public Accountant, and should not in any way deter 
him from earning his livelihood. He referred to the time limit in 
which an accountant was in practise, and thought the time should be 
extended within which an accountant could be registered or certified; 
but whatever was done, he considered it a most desirable thing to have 
the profession recognized, with controlling powers vested in the Re­
gents of the State.
Mr. Harney followed and stated tha t if the profession were recog­
nized by statutory law it would have gained greater advantages than 
in any previous time of its existence, and the Bill No. 1290 was not 
presented by Mr. Wild until he was sure the Regents would not object 
to its passage. He thought the definition of what a Public Accountant 
was, might safely be left to the Board of Regents, and advocated unity 
and organization to obtain public recognition.
Mr. Richard M. Chapman thought th a t of the two bills which had 
been referred to by Mr. Gottsberger, the one endorsed by the Regents 
was the most desirable to act upon and submitted the proposition of 
merging the two bills into one.
Mr. Samuel H. Jenkins then offered as an amendment to the original 
motion the following:
“ W h e r e a s , There are now two bills before the Legislature of the 
State of New York wherein the Regents of the University of the State 
of New York are empowered to recognize Public Accountants and issue 
certificates of appointment.
“ R e s o l v e d
“ T hat this meeting representing practising public accountants 
of the city of New York respectfully request the passage of such a Bill 
which will meet with their approval.
“ R e s o l v e d
“ T hat a committee of twelve be appointed by the chairman of this 
meeting with full power to represent this meeting and take such action 
as in their judgment may be deemed proper to forward the passage 
of such an act.
“ The chairman and secretary of this meeting to act ex officio mem­
bers thereof.”
Mr. Gottsberger having consented to the withdrawal of his motion,
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the amendment offered by Mr. Sam. H. Jenkins became a substantive 
motion and was duly seconded.
The secretary being called to read, read both bills to the meeting. 
Mr. Jenkins moved and it was 
Seconded
T hat the two bills be now referred to the meeting for action.
Mr. Cook moved and 
Mr. Chapman seconded 
That Senate Bill No. 510 be taken up for discussion.
Mr. Sparrow moved and it was 
Seconded
That as Assembly Bill No. 1290, as the meeting was informed, had re­
ceived the sanction of the Board of Regents, we do take tha t bill up 
first.
Mr. Sanders Davies moved and 
Mr. Jenkins seconded and it was 
Unanimously Resolved 
That both bills be submitted to the committee for consideration.
The chairman then nominated the undermentioned gentlemen to 
serve on the comittee.
Francis Gottsberger, 145 Broadway 
Richard F. Stevens, Prudential Bldg.
H. Harney, Bennett Bldg.
Charles Dutton, 29 Pine St.
J. Yalden, 11 Pine St.
Thos. E. Arnold, 206 Broadway 
Frank Broaker, 114 Nassau St.
Mr. Gottsberger moved and 
Mr. Abbott seconded and 
I t  was unanimously Resolved 
T hat the gentlemen nominated by the chairman be appointed a com­
mittee to act in the premises with power to fill any vacancies which 
may occur.
Mr. Yalden moved and 
Mr. Cook seconded and 
I t  was unanimously Resolved 
That each practising public accountant be requested to send ten 
dollars to the chairman of committee, such moneys to be used by the 
committee for the payment of such expenses as may be required in 
forwarding the passage of the Bill recognizing Public Accountants.
The meeting then adjourned subject to the call of the chair. 
Respectfully submitted,
T h o s . C u l l e n  R o b e r t s , 
Secretary.
Sam’l H. Jenkins, 56 Pine St.
W. Sanders Davies, 25 Broadway 
Lyman S. Andrews, 214 Broadway 
Jas. T. Anyon, 120 Broadway 
Henry R. M. Cook, 35 Pine St. 
Charles Both, 27 Pine St.
T. Cullen Roberts, 56 Pine St.
F IR S T  C .P .A . C E R T IF IC A T E  IS S U E D  IN  EA C H  
S T A T E  A N D  T E R R IT O R Y
Alabama
Arizona
Arkansas
California
Colorado
Connecticut
Delaware
District of Columbia
Florida
Georgia
Idaho
Illinois
Indiana
Iowa
Kansas
Kentucky
Louisiana
Maine
Maryland
Massachusetts
Michigan
Minnesota
Mississippi
Missouri
Montana
Nebraska
Nevada
New Hampshire 
New Jersey 
New Mexico 
New York 
North Carolina 
North Dakota 
Ohio
Oklahoma 
Oregon 
Pennsylvania 
Rhode Island 
South Carolina 
South Dakota 
Tennessee 
Texas
George T. Rosson 
Willis H. Plunkett 
Frank Wittenberg 
Alfred G. P latt 
John H. Baker 
Harry Treat Beers 
Will-A. Clader 
William Clabaugh 
W alter Mucklow 
Joel Hunter 
Byron Defenbach 
Allen R. Smart 
Gilbert H. Hendren, Jr. 
Emory C. Worthington 
J. E. Caton 
J. R. Mayes 
A. G. Moffat
F. E. Holman 
Max Teichmann 
Edwin S. Doubleday 
John H. Clegg 
Herbert M. Temple 
Eldridge N. Anderson 
Francis A. Wright, Sr. 
Donald Arthur 
John M. Gilchrist 
L. F. Adamson 
Robert S. Baker 
Frank G. DuBois 
W. G. Logan 
Frank Broaker 
George G. Scott 
W alter Thomson 
J. S. M. Goodloe 
Fred Parkinson 
William R. Mackenzie 
Charles N. Vollum 
George R. Lawton 
A. Crawford Clarkson 
C. C. Crandall 
Francis W. Pike 
Milton Morris
1919
1919
1915
1901
1907
1908
1913
1923
1906
1908
1917
1903
1915
1915
1915
1916
1908
1913
1900
1910
1906
1909
1920
1909
1909
1909
1914
1917
1904
1921
1896
1913
1914
1908
1917
1913
1899
1906
1915
1918
1913
1915
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Utah 1907 William J. Bateman
Vermont 1918 Adrian E. Holmes
Virginia 1910 William McK. Evans
Washington 1903 W. C. Chidester
West Virginia 1911 Samuel Logan
Wisconsin 1913 Stephen W. Gilman
Wyoming 1911 James T. M. Connor
Alaska 1925 John E. Meals
Philippine Islands 1923 William W. Larkin
Puerto Rico 1928 Constantino Fernandez
Territory of Hawaii 1923 Henry Davis
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